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LEGISLATIVE PROPOSALS TO REAUTHORIZE 
THE DEFENSE PRODUCTION ACT OF 1950 



THURSDAY, MARCH 1, 1990 

U.S. Senate, 

COBIMnTEE ON BANKING, HOUSING, AND UrBAN AfFAIRS, 

Washington, DC. 

The committee met at 10 a.m., in room SD-538, Dirksen Senate 
Office Building, Senator Riegle (chairman of the committee) presid- 
ing. 

Present: Senators Riegle, Cranston, Dixon, Heinz, and Bond. 

OPENING STATEMENT OF CHAIRMAN RIEGLE 

The Chairman. The committee will come to order. 

We have this morning the developments of last night on the 
clean air legislation where marathon negotiations have apparently 
yielded a package which needs to be presented this morning to a 
caucus of each of the two parties in the Senate. So at a later hour 
this morning that will take place. I intend to remain here and con- 
duct this hecu-ing, but other colleagues will need to come and go 
because of that other requirement, very pcu-ticularly. Senator 
Dixon, who has been a very strong leader on the question of 
changes and adjustments that need to be made with respect to the 
Defense Production Act, will I know at some point have to be over 
in that caucus. 

I have got an opening statement that I will make, but I don't 
know if your time requirements. Senator Dixon, are such that 
you're going to have to leave soon. 

Senator Dixon. I can stay for half an hour. I would like to make 
a short opening statement after you do. 

The Chairman. Fine. 

Over the past several years I have become increasingly con- 
cerned about the competitive ability of many of our most important 
industries and more generally about the ability of the United 
States to compete effectively in the fast developing and integrated 
global economy. It's obvious that if American industries cannot 
compete satisfactorily that there will be very serious consequences 
not only for our standard of living, which I think we are now 
seeing, but also for our national defense and our long-term security 
88 well. 

That is why during my chairmanship of this committee we are 
making this competitiveness problem both in manufacturing and in 
financial services and then the netting out of all of that on our eco- 

(1) 
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nomic strength a fundamental theme of the work of this conmiit- 
tee. 

Last year we held five hearings to examine concerns that had 
been expressed by many responsible Americans about the state of 
our country's industrial technological and financial base. Yesterday 
we began our 1990 hearings on competitiveness by having the 
Office of Technology Assessment release to us its new report enti- 
tled ''Making Things Botter: Competing in Manufacturing. 

That report, like many others that have examined tins issue in 
some detail, concludes that American manufacturing is in deep 
trouble, and that we need a national strategy to turn things 
around. And that means a strategy that encompasses the pubUc 
and private sector initiatives together. 

While developing a national strategy will require the cooperation 
of the administration, which was described yesterday by the OTA 
report as ''dozing at the switch," our conunittee I think can deal 
with very centred parts of this problem in the legislation that we 
will be considering this year and Fm thinking of three specific 
items in pcu-ticular: the Defense Production Act, the Export Admin- 
istration Act, and the Fair Trade in Financial Services Act. 

Last July Senators Dixon, Heinz, Shelby, Worth and D'Amato in- 
troduced S. 1379, a bill designed to strengthen our defense industri- 
al base by amending the Defense Production Act. 

Today's hearings and two other hearings, on March 8 and March 
22^ will focus on that bill, and other legislative proposals to reau- 
thorize and amend the Defense Production Act which expires on 
August 10 of this year will also be taken up. 

Tliese hearings will also provide a forum for the discussion of 
other measures to deal with a July '88 DOD report entitled "Bol- 
stering Defense Industrial Competitiveness" described — that report 
described an erosion of our industrial base that could "rob the U.S. 
of industrial capabilities critical to our national security." 

So again I want to conunend Senator Dixon and the other au- 
thors of S. 1379 for bringing their proposal before the committee. 

We have an excellent panel of witnesses this morning and I look 
forward to hearing from them. In pcu-ticular, I want to acknowl- 
edge Mr. Bernard Schwartz who is here, who is a friend and ac- 
quaintance of many years, and I'm particularly appreciative of tlie 
fact that he is with us, as well as the others. 

With that, Senator Cranston. 

Senator C^ianston. I'd just like to apologize for the fact that I do 
have to attend that clean air meeting at 10:30 because of the major 
issues concerning California there. I will be aware of what you say 
if I don't hear it firsthand, and I also welcome you, Bernard 
Schwartz, a long-time friend and a man that I admire greatly. 

The Chairman. Senator Dixon. 

OPENING STATEMENT OF SENATOR DIXON 

Senator Dixon. Thank you very much, Mr. Chairman, and thank 
you for your kind remarks. Under your leadership, of course, we 
resume the committee's legislative hearings today on the reaullior- 
ization of the Defense Production Act and S. 1379, the Defense Pro- 
duction Act Amendments of 1989. 
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I commend you for your attention that you've devoted to this 
array of complex issues to define the nation's industrial and tech- 
nology base which supports national defense. 

As you have observed, S. 1379, which I introduced with Senators 
Heinz, Shelby, Worth and D'Amato, modernizes the Defense Pro- 
duction Act of 1950 to provide to the President a more effective 
array of tools to meet the challenges of today and tomorrow. 

Our fundamental objective is to strongly encourage expanded in- 
vestment by industry in those segments of the nation's overall in- 
dustrial and technology base that are essential to a strong national 
defense. It would also reauthorize existing authorities which have 
proven to be useful over the years. 

During the first day of hearings of S. 1379, the committee re- 
ceived testimony from former senior Department of Defense offi- 
cials, including the previous Under Secretary of Defense for Acqui- 
sition and the former Assistant Secretary of Defense for Manpow- 
er, Reserve Affairs, and Logistics, both of whom exercised policy di- 
rection for the Pentagon's industrial preparedness programs at dif- 
ferent times during the 1980's. 

We heard from the former conmiander of the U.S. Army Materi- 
el Command, who as the Army's senior logistical conmiander was 
charged with translating policy action during the development of 
new equipment through acquisition and production to maintaining 
field and equipment in the hands of the troops. 

Finally, we heard from representatives of firms from that most 
critical but too frequently forgotten segment of the industrial and 
technology base, the many tiers of subcontractors and suppliers. 
They realize too little benefit from existing industrial preparedness 
programs and they suffer more from short-sighted policies that 
deter investment. 

Generally speaking, Mr. Chairman, all of these witnesses in my 
view support S. 1379. Today we will hear from an array of distin- 
guished witnesses. They will continue the process of defining the 
challenges and suggesting the most effective means of addr^ing 
them, and I look K)rwai^ to their testimony and welcome them 
here this morning. 

The Chairman. Thank you very much, Senator Dixon. 

Gentlemen, we appreciate your coming and preparing as vou've 
done for this hearing this morning. We will make your formal 
statements a part of the record and as we go down through 

Senator Bond. Mr. Chairman. 

The Chairman. I'm sorry. Excuse me, Senator Bond. 

OPENING STATEMENT OF SENATOR BOND 

Senator Bond. Mr. Chairman, I apologize for interrupting but. I 
have to make a nugor presentation at 10:30 on clean air and I do 
have to leave. This is an area of great interest to me. I do want to 
make some brief opening statements and I'm very pleased that we 
are continuing our hearings on the Defense Production Act and 
that we do have such distinguished representatives of the defehse 
industry to share their views on the proposed legislation. 

Unfortunately, I was required, because of clean air negotiations 
all day yesterday— I was unable to attend the hearing in which the 
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Office of Technology Assessment released its report on manufactur- 
ing competitiveness. 

I was disturbed to read a tone from the summaries of yesterday's 
testimony that OTA appears to be joining the ranks of those who 
think the way to help American industry is through government 
leadership and increased government involvement. 

At a time when we can look to all parts of the globe and see cap- 
italism triumphing over central state planning, it's ironic that 
there would be an argument that the country of the United States 
that we think of as the home of the effective implementation of 
this system might be moving in the opposite direction. 

I think all of us in this room would agree that economic competi- 
tiveness and economic strength will be critical as we move into the 
1990's and on into the 21st century. I simply cannot understand, 
however, how some can argue that the way to ensure our contin- 
ued economic strength is to move away from the very principles 
which make us strong. 

We are not blind to the fact that government can and should 
play a role in helping U.S. industry to be more competitive. Many 
of the steps we can take are obvious and have been discussed in 
this committee or will be discussed in the testimony here today — 
reforming our tax policy to encourage investment, reforming our 
antitrust policies, eliminating budget deficits, making sure that the 
coming generations are adequately trained and prepared and en- 
couraged to focus on math and science. 

I simply cannot agree, however, that it makes good sense to pro- 
vide government bureaucrats the lead role to control our economic 
future by picking winners and losers. It didn't work in Poland. It 
won't work here. And I would only urge my colleagues to reconsid- 
er the very forceful remarks made on that subject by Lech Walesa 
when he lectured the joint session of the Congress. 

Focusing on the defense industry for a moment, let me just reit- 
erate again what I've said in past hearings on the issue. The way 
to ensure that we have a healthy defense industrial base in the 
future is not to create several new layers of bureaucracy and gov- 
ernment re^gulations for industry to wade through. To the contrary, 
we must eliminate the bureaucratic extra levels, streamline r^ula- 
tions, remove the strings on the way they do business, and make 
the Pentagon a positive influence on the defense industry. Instead 
of prescribing new government solutions as the medicine to cure 
our sick defense industrial base, we should simply eliminate the 
causes of the disease — the regulations, specifications and profit 
limits and other government restrictions which make U.S. defense 
contractors unable to compete in the commercial marketplace. 

I have reviewed Dr. Gansler's prepared statement and I believe 
he has framed the issue perfectly when he states, ''The vision I 
would propose is one in which the U.S. defense industry is no 
longer a unique sector, but a largely indistinguishable part of an 
overall U.S. industrial base." 

I would further agree with him that there are steps that can be 
taken with industry leadership. I think that is the important point, 
to revitalize the sector, such as R&D investments, guaranteed pur- 
chases and consortia, and so forth. 
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Again, I apologize to the witnesses and to the chairman for 
having to leave, but I assure that we are going to be following this 
testimony very closely and we look forwaiid to working in this com- 
mittee on this issue in the future. 

Thank you very much, Mr. Chairman. 

The CHAmMAN. Thank you, Senator Bond. Those are important 
comments. I apologize for not spotting you earlier. 

Senator Heinz. 

Senator Hkinz. Mr. Qiairman, Fm going to be very hnei because 
I have to find out what Senator Bond is gmng to report over in 
S. 224 at 10:30 and I won't be far behind, so I dare not let him out of 
nqr n^A. But by all accounts. Kit, you did a great job yert^rday. 

Senator Bond. Thank you for your support. 

Senator Heznz. You got it. 

I actually have two 10:30 meetings, that one and a Finance 
mariLup as you know, Mr. Chairman, but I do want to say that I've 
attended just about every hearing on this subject over the years. I 
think this is a very critical year for the reauthorization of the 
DPA. I'm glad you've got such a fine group of witnesses here, Mr. 
Chairman. I regret I won't be able to he£u- what they have to say. 

Tm not going to give a prepared statement, but I do want to just 
indicate to you and to our witnesses that one of the issues that I 
hope they will address is one that Alan Bromley, in his November 
29, 1989 remarks at a hearing before the subcommittee on Science 
and Technology made, with respect to the U.S. industrial base. He 
said that, ''U.S. antitrust policy is not now in our nation's best eco- 
nomic interest." 

Dr. Bromley did not elaborate on that, but it is a very important 
subject. It's important because there's a lot of disagreement about 
it. The conventional wisdom is that we should relax our antitrust 
policy to permit more cooperative ventures and, indeed, a major 
element of the trade bill that was passed in 1988 permits such ac- 
tivities under certain circumstances. 

Recently I happened to be going over an analysis by Mike Porter 
of the Hsurvard Business School, who comes to a somewhat differ- 
ent conclusion. I find myself in the middle, because whatever it is 
we want to do we want to do the right thing. Those of you I hope 
will take a few minutes if you can in the course of your discussion 
to set us straight in whatever direction that may be. 

Thank you. 

The Chairman. Thank you, Senator Heinz. 

We are going to start now with Dr. Jacques Gansler, who is 
going to set the stage in some respects for our discussion. He will 
be followed by Bernard Schwartz, by General Marsh, and then by 
Paul Math. So we will go in that order and again, I'd like you to 
summarize as directly as you can and then we will get into discus- 
sion. 

Before we begin I have a statement from Senator Gam. 

OPENING STATEAMENT OF SENATOR GARN 

Senator Garn. I want to take a moment before we begin to wel- 
come all our witnesses here this morning, and to personally wel- 
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come retired U.S. Air Force Gen. Robert T. Marsh, chairman of the 
board of the Thiokol Corp. 

Yesterday we heard, from the Office of Technology Assessment, 
the elements of a competitiveness agenda. That agenda includes 
lower deficits, tax policies that support resecurch and development 
and long term investment, better technical education, and direct 
Government support for high technology R&D and technology dif- 
fusion. 

Today we begin to examine reauthorization of the Defense Pro- 
duction Act, a law that deals on a narrower scope with Govern- 
ment-industry relations in support of national security. 

I support DPA authorities and believe they have been vital in en- 
suring Government access to materials and goods critical to nation- 
al security. Last ye£u- destruction of the solid rocket fuel mixing 
machine at the Hercules plant, in my home State of Utah, resulted 
in a shortage of rocket fuel critical for rocket motor production for 
the Trident missile and the Titan IV and Delta 11 programs. DPA 
authority was used to establish temporary production until Hercu- 
les was able to resume r^ular production levels. 

As toda/s witnesses (UIkuss U.S. industrial dependency on for- 
eign m£u-kets, let me emphasize that the United States must have a 
reliable source of supply for critical materials and products. While 
a mix of foreign and domestic producers can form the base for that 
source of supply, it would be foolhardy to rely solely on a foreign 
supplier for potential defense needs. With these of considerations 
in mind, DPA authorities should be extended and refined where 
appropriate. Strengthening the defense industrial base, however, 
requires a much broader action plan than DPA reform. We need to 
keep deficit reduction on track, cut capital gains rates, reform our 
antitrust rules and improve Government support for technology de- 
velopment and implementation. 

I welcome the start of this effort today in the Banking Commit- 
tee 

[Text of S. 1379 follows:] 
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S. 1379 



To reauthorize and amend the Defense Plroduction Act of 1950, and for other 
purposes. 



IN THE SENATE OF THE UNITED STATES 

July 24 (legislative day, Januabt 3), 1989 
Mr. Ddcom (for himself, Mr. Hbins, Mr. Shblbt, Mr. Wibth, and Mr. 
D'Amato) introduced the following bill; which was read twice and referred 
to the Committee on Banking, Housing, and Urban Affairs 



A BILL 

To reauthorize and amend the Defense Production Act of 1950, 
and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Defense Production Act 

5 Amendments of 1989'\ 

6 SEC 2. CONGRESSIONAL FINDINGS. 

7 The Congress finds that — 

8 (1) the Defense Production Act of 1950 (50 

9 U.S.C. App. 2061 et seq.) provides essential authority 
10 for— 
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1 (A) preserving and enhancing the defense in- 

2 dustrial and teehnology hase of the United States 

3 during peacetime; and 

4 (B) mobilizing the Nation's productive capac- 

5 ity for national defense during periods of national 

6 emergency; and 

7 (2) amendments to such Act are needed to — 

8 (A) improve its utility to effectively sustain 

9 and develop the efficiency of the Nation's existing 
10 productive capacity necessary to meet national de- 
ll fense requirements; 

12 (B) establish a revolving fund for improved 

13 management of the resources dedicated to defense 

14 industrial preparedness and the conduct of the 

15 programs authorized under the Act; 

16 (C) facilitate use of such Act to foster the de- 

17 velopment of emerging technologies and advanced 

18 processes by providing appropriate protections for 

19 joint undertakings in research, development, pro- 

20 duction, and marketing; and 

21 (D) eliminate outdated provisions that detract 

22 from the Act's usefulness as a primary set of au- 

23 thorities for the maintenance and enhancement of 

24 the defense industrial and technology base of the 

25 United States. 

•8 1879 18 
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1 SEC 3. TABLE OF CONTENTS. 



TITLB I— AMENDMENTS TO THE DEFENSE PRODUCTION ACT OP 
1950 

Past A — Dbclaration op Policy 

Sec. 101. Declaratioii of policy. 

Past B — Ambndmbnts to Titlb m op thb Dbpbnsb Pboduction Act 

Sec. 111. Eipanding the reach of existinf; authorities under title m. 

Sec. 112. Sales or transferi of excess industrial resources. 

Sec. 113. Defense Production Act fund. 

Sec. 114. Annual report on impact of offsets. 

Past C — Ambndmbnts to Titlb VII op thb Dbpbnsb Production Act 

Sec. 121. Small business. 

Sec. 122. Definitions. 

Sec. 123. Delegation of authority; appointment of personnel. 

Sec. 124. Rules, regulations, and orders. 

Sec. 125. Antitrust protections for sanctioned industry consortia. 

Sec. 126. Exemption from Administrative Procedure Act. 

Sec. 127. Authority to review certain mergers, acquisitions, and takeovers. 

Past D — Technical Ambndmbnts 

Sec 131. Priorities in contracts and orders. 

Sec. 132. Loan guarantees. 

Sec. 133. Investigations; records; reports; subpoenas. 

Sec. 134. Employment of personnel. 

Sec. 135. Authorization of appropriations. 

Past E — Rbpbalbbs and Conpobming Ambndmbnts 

Sec. 141. Synthetic fuel action. 

Sec. 142. Voluntaiy agreements and plans of action for international agreements 
for intemi^ional allocation of petroleum products and related in- 
formation systems. 

Sec. 143. Authorization of appropriations. 

Sec. 144. Joint committee on defense production. 

Sec. 145. Small defense plants administration. 

Sec. 146. Persons disqualified for employment. 

Sec. 147. Feasibility study on uniform cost accounting standards; report submitted. 

Sec. 148. National commission on supplies and shortages. 

Pabt F — Rbauthobization op Sblbctbd Provisions 

Sec. 151. Auth(mzation of appropriations. 
Sec. 152. Termination of authorities. 

TITLE n— ADDITIONAL PROVISIONS TO IMPROVE INDUSTRIAL 
PREPAREDNESS 

Pabt A — Industrial ,Cap ability and National Sbcubity 
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1. 

Sec. 201. Industrial o^abilities committee. 

Sec. 202. Integnttioii ctf national aecurity pdicy and national economic policy. 

Sec. 203. Assessing industrial responsiveness debilities. 

Past B — Encoubaoino Impbovbmbnt op thb Dbfbnsr Industrial Basb 
Sec. 211. Encouragement of investment in advanced manufacturing technology and 



Sec. 212. Recognition of modernized production systems and equipment in contract 

award and administration. 
Sec. 213. Support for the development and implication of critical technologies. 
Sec. 214. Procurement of critical items of supjdy. 

Past G— Unfair Fobbion Gompbtition 

Sec. 221. Evaluation of oSien from sources other than domestic sources. 
Sec. 222. Discouraging unfair trade practices. 

TITLE m— AMENDMENTS TO RELATED LAWS 

Sec. 301. Proceeds from sale of excess industrial plant equipment and facilities. 
Sec. 302. Stockpiling of critical components. 

TITLE IV— EFFECTIVE DATES 
Sec. 401. Effective dates. 

1 TITLE I— AMENDMENTS TO THE 

2 DEFENSE PRODUCTION ACT OF 

3 1950 

4 PART A— DECLARATION OF POLICY 

5 SEC. 101. DECLARATION OF POUCY. 

6 Section 2 of the Defense Production Act of 1950 (50 

7 U.S.C. App. 2062) is amended to read as follows: 

8 ''SEC. 2. DECLARATION OF POUCY. 

9 The vitality of the industrial and technology hase of the 

10 United States is a foundation of national security. It provides 

11 the mdustrial and technological capabilities employed to meet 

12 national defense requirements, in peacetime and in time of 

13 national emergency. In peacetime, the health of the industrial 

14 and technology base contributes to the technological superi- 
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1 ority of our defense equipment, which is a cornerstone of our 

2 national defense strategy, and the efficiency with which de- 

3 fense equipment is developed and produced. In times of crisis, 

4 a healthy industrial base wiU be able to effectively provide 

5 the graduated response needed to effectively meet the de- 

6 mands of the emergency. 

7 To meet these requirements, the Act affords to the 

8 President an array of authorities to shape defense prepared- 

9 ness programs and to take appropriate steps to maintain and 

10 enhance the defense industrial and technology base. 

1 1 PART B— AMENDMENTS TO TITLE III OF THE 

12 DEFENSE PRODUCTION ACT 

13 SEC. 111. EXPANDING THE REACH OF EXISTING AUTHORITIES 

14 UNDER TITLE in. 

15 (a) GuABANTEE AuTHOBiTY. — Section 301 of the De- 

16 fense Production Act of 1950 (50 U.S.C. App. 2091) is 

17 amended — 

18 (1) in subsection (aKl)» by striking "to expedite 

19 production and deliveries or services under Oovem- 

20 ment contracts for the procurement of materials or the 

21 performance of services for the national defense" and 

22 inserting ''to expedite or expand production and deliv- 

23 eries or services under Oovemment contracts for the 

24 procurement of industrial resources or a critical tech- 

25 nology for the national defense"; 
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1 (2) by amending subsection (aKdXA) to read: 

2 "(A) the guaranteed contract or operation is 

3 for industrial resources or a critical technology 

4 which is essential to the national defense;"; 

5 (3) in subsection (a)(3)(B), by striking "the capa- 

6 bility for the needed material or service" and inserting 

7 "the needed industrial resources or critical technol- 

8 ogy"; 

9 (4) in subsection (e)(lKA), by striking "Except 

10 during periods of national emergency declared by the 

11 Congress or the President" and inserting "Except as 

12 provided in subparagraph (D)"; 

13 (5) in subsection (e)(lKC), by striking 

14 "$25,000,000" and inserting "$50,000,000"; and 

15 (6) by adding at the end of subsection (e)(1), the 

16 following new subparagraph: 

17 "(D) The requirements of subparagraphs (A), 

18 (B), and (C) may be waived during periods of na- 

19 tional emergency declared by Congress or the 

20 President or upon a determination made by the 

21 President, on a nondelegable basis, that a specific 

22 guarantee must be promptly made to avert an in- 

23 dustrial resource or critical technology shortfall 

24 that would severely impair national defense capa- 

25 biUty/'. 
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1 (b) Loans to Pbivatb Businbss Entbbpbisbs.— 

2 Section 302 of the Defense Production Act of 1950 (50 

3 U.S.C. App. 2092) is amended— 

4 (1) in subsection (a), by striking "for the procure- 

5 ment of materials or the performance of services for 

6 the national defense" and inserting "for the procure- 

7 ment of industrial resources or a critical technology for 

8 the national defense"; 

9 (2) in subsection (cKl), by striking "No such loans 

10 may be made under this section, except during periods 

11 of national emergency declared by the Congress or the 

12 President" and inserting "Except as provided in para- 

13 graph (4)^ no loans may be made under this section"; 

14 (3) in subsection (cK3), by striking "$25,000,000" 

15 and inserting "$50,000,000"; and 

16 (4) in subsection (c), by adding at the end the fol- 

17 lowing new paragraph: 

18 "(4) The requirements of paragraphs (1), (2), and 

19 (3) of this subsection may be waived during periods of 

20 national emergency declared by Congress or the Presi- 

21 dent, or upon a determination made by the President, 

22 on a nondelegable basis, that a specific guarantee must 

23 be promptly made to avert an industrial resource or a 

24 critical technology shortfall that would severely impair 

25 national defense capability.". 
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1 (c) PUBCHASBS AND PUBCHASE COMMITMENTS. — 

2 (1) Section 303 of the Defense Production Act of 

3 1950 (50 U.S.C. App. 2093(a)) is amended to read as 

4 follows: 

5 'HaXl) To assist in carrying out the objectives of this 

6 Act, the President may make provision (A) for purchases of 

7 or conmiitments to purchase an industrial resource or a criti- 

8 cal technology, for Government use or resale; and (B) for the 

9 encouragement of exploration, development, and mining of 

10 critical and strategic materials, and other materials. Pur- 

11 chases for resale under this subsection shall not include that 

12 part of the supply of an agricultural commodity which is do- 

13 mestically produced except insofar as such domestically pro- 

14 duced supply may be purchased for resale for industrial use 

15 or stockpiling, and no commodity purchased under this sub- 

16 section shall be sold at less than the established ceiling price 

17 for such commodity (except that minerals, metals, and mate- 

18 rials shall not be sold at less than the established ceiling 

19 price, or the current domestic market price, whichever is 

20 lower), or, if no ceiling price has been established, the higher 

21 of the following: (i) The current domestic market price for 

22 such commodity, or (ii) the minimum sale price established 

23 for agricultural commodities owned or controlled by the Com- 

24 modity Credit Corporation ai prbVided in section 407 of 

25 Public Law 430, 81st Congress. No purchase or commitment 
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1 to purchase any imported agricultural commodity shall spoc- 

2 ify a delivery date which is more than one year after the 

3 expiratioii of this section. 

4 ''(2) Except as provided in paragraph (4), the President 

5 may not execute a contract under this subsection unless the 

6 President determines that — 

7 ''(A) the industrial resource or critical technology 

8 is essential to the national defense; 

9 "(B) without Presidential action under authority 

10 of this section, United States industry cannot reason- 

11 ably be expected to provide the capability for the 

12 needed industrial resource or critical technology in a 

13 timely manner; 

14 "(C) purchases, purchase commitments, or other 

15 action pursuant to this section are the most cost-effec- 

16 tive, expedient, and practical alternative method for 

17 meeting the need; and 

18 "(D) the United States national defense demand 

19 for the industrial resource or critical technology is 

20 equal to, or greater than the output of domestic indus- 

21 trial capability which the President reasonably deter- 

22 mines to be available for national defense, including the 

23 output to be established through the purchase, pur- 

24 chase commitment, or other action. 
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1 ''(3) Except as provided in paragraph (4), the President 

2 shall take no action under this section unless the industrial 

3 resource shortfall which such action is intended to correct has 

4 been identified in the Budget of the United States or amend- 

5 ments thereto, submitted to the Congress and accompanied 

6 by a statement from the President demonstrating that the 

7 budget submission is in accordance with the provisions of the 

8 preceding sentence. Any such action may be taken only after 

9 60 days have elapsed after such industrial resource shortfall 

10 has been identified pursuant to the preceding sentence. If the 

11 taking of any action or actions under this section to correct 

12 an industrial resource shortfall would cause the aggregate 

13 outstanding amount of all such actions for such industrial re- 

14 source shortfall to exceed $50,000,000, any such action or 

15 actions may be taken only if specifically authorized by law. 

16 "(4) The requirements of paragraphs (1), (2), and (3) 

17 may be waived during periods of national emergency declared 

18 by Congress or the President, or upon a determination made 

19 by the President, on a nondelegable basis, that a specific pur- 

20 chase or purchase conmiitment must be promptly made to 

21 avert an industrial resource or a critical technology shortfall 

22 that would severely impair national defense capability."; and 

23 (2) Section 303(b) of such Act is amended by 

24 striking ''September 30, 1995" and inserting ''a date 

25 that is not more than 10 years from the date such pur- 
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1 chase, purchase commitment, or sale was initially 

2 made". 

3 SEC 112. SALES OR TRANSFERS OF EXCESS INDUSTRIAL 

4 RESOURCES. 

5 Section 303(0 of the Defense Production Act of 1950 

6 (50 U.S.C. App. 2093(0) is amended to read as follows: 

7 ''(0 Industrial resources acquired pursuant to the provi- 

8 sions of this section which, in the judgment of the President, 

9 are in excess of the needs of programs under this Act, shall 

10 he sold for industrial use pursuant to other Government pro- 

11 grams or transferred to the National Defense Stockpile estab- 

12 lished by the Strategic and Critical Materials Stock Piling 

13 Act (50 U.S.C. 98 et seq.), when the President deans such 

14 action to be in the public interest. Sales or transfers made 

15 pursuant to this subsection shall be charged against or reim- 

16 bursed from funds appropriated to such other Government 

17 programs or the National Defense Stockpile to which such 

18 resources were sold or transferred, at the current domestic 

19 market price for such industrial resources. For the purposes 

20 of subsection (cK2), such sales or transfers shall be considered 

21 transactions entered into pursuant to the authority of subsec- 

22 tion(a).". 
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1 SEC. 113. DEFENSE PRODUCTION ACT FUND. 

2 (a) In General. — Section 304 of the Defense Produc- 

3 tion Act of 1950 (50 U.S.C. App. 2094) is amended to read 

4 as follows: 

5 **SEC. 304. DEFENSE PRODUCTION ACT FUND. 

6 "(a) Establishment of Fund. — There is established 

7 in the Treasury of the United States a separate fund to be 

8 known as the Defense Production Act Fund (hereinafter re- 

9 ferred to as 'the Fund'). 

10 "(b) Moneys in Fund. — The following monies shall be 

1 1 credited to the Fund: 

12 ''(1) All monies appropriated hereafter for the 

13 Fund. 

14 "(2) All monies received hereafter on transactions 

15 entered into pursuant to section 303. 

16 '^(3) All monies received hereafter under transfers 

17 made from the National Defense Stockpile Transaction 

18 Fund, pursuant to section 98h(c) of title 50, United 

19 States Code. 

20 "(4) All monies received hereafter pursuant to 

21 section 204(h) of the Federal Property and Administra- 

22 tive Services Act of 1949 from the disposition of indus- 

23 trial plant equipment and production facilities no longer 

24 required for industrial base mobilization purposes. 

25 "(c) Use of Fund. — The Fund shall be available to 

26 carry out the provisions and purposes of title III, subject to 
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1 the limitations set forth in this Act and in appropriations 

2 Acts. 

3 ''(d) Duration of Fund. — Monies in the Fund shall 

4 remain available until expended. 

5 ''(e) Fund Balance.— The Fund balance at the close 

6 of each fiscal year shaU not exceed $250,000,000, excluding 

7 any monies appropriated to the Fund during that fiscal year. 

8 If at the close of any fiscal year the Fund balance exceeds 

9 such amount, the amount in excess of $250,000,000, exclud- 

10 ing obligated funds appropriated to the Fund during that 

11 fiscal year, shall be paid into the general fund of the Treas- 

12 ury. 

13 "(f) Fund Manaobb. — The Secretary of the Treasury 

14 shall designate a Fund manager. The duties of the Fund 

15 manager shaU include — 

16 "(1) determining the liability of the Fund in ac- 

17 cordance with subsection (g); 

18 "(2) certifying that the limitation contained in sec- 

19 tion 711(aK4)(B) will not be exceeded by the additional 

20 obligation required by any agreement proposed under 

21 title m and providing authorization to enter into such 

22 agreement if such limitation is not exceeded; and 

23 "(3) reporting to Congress each year regarding 

24 fund activities during the previous fiscal year. 

25 "(g) Liabilities Against Fund. — 
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1 "(1) In oenebal. — ^Wben any agreement hereaf- 

2 ter entered into pursuant to title HI imposes contin- 
S gent liabilities upon the United States, such liability 

4 shaU be considered an obligation against mcmejs in the 

5 Fund. The amount ci sudi obligation dufl be deter- 

6 mined for eaefa fiscal year in accordance with para- 

7 graph (^. 

8 ''(2) Dbtbbbonation of liabilitt. — For pur- 

9 poses of paragraph (1), the amount of obligations 

10 against the Fund shaU be the greater of — 

11 "(A) the aggregate outlays required by pur- 

12 chase or purchase commitment contracts, or fi- 

13 nancing agreements less the anticipated aggregate 

14 receipts from resale of materials purchased with 

15 moneys from the Fund and the anticipated re- 

16 ceipts from the direct sale of materials by the pro- 

17 ducer to customers; or 

18 **(B) one-third of the aggregate outlays re- 

19 quired by purchase or purchase commitment con- 

20 tracts or financing agreements. 

21 Anticipated receipts and anticipated reductions in purchase 

22 commitments shall be included under subparagraphs (A) and 

23 (B) only if a written plan for sale of materials has been devel- 

24 oped, specifying probable customers, amount, time of the 

25 sales, and sales price.". 
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1 (b) CoNFOBmNO Ambndmbnts. — Section 9 of the 

2 Strategic aiid (Mtksal Materiak Stock POing Act (50 U.&^^ 

3 98h) is amended — 

4 (1) in subsection WHS), by adding after subpara- 

5 gn^h (E), the following new subparagraph: 

6 ''(F) Transfer to the Defense Production Act 

7 Fund established pursuant to section 304(a) of the 

8 Defense Production Act of 1950."; and 

9 (2) by amending subsection (c) to read as follows: 

10 ''(cKl) Except as provided in paragraph (2), all moneys 

11 received from the sale of materials being rotated under the 

12 provisions of section 6(aK4) or disposed of under section 7 

13 shall be covered into the Fund and shall be available only for 

14 the acquisition of replacement materials. 

15 ''(2) Moneys derived from sales of materials to the 

16 public pursuant to section 6(aK5) shall continue to be trans- 

17 ferred to the Defense Production Act Fund established pursu- 

18 ant to section 304(a) of the Defense Production Act of 1950, 

19 until the aggregate amount of such transfers equals 

20 $10,000,000 for any fiscal year.". 

21 (c) Capitalization of Fund. — There shall be trans- 

22 ferred to the Defense Production Act Fund, established by 

23 subsection (a) of this section, the sum of $200,000,000 from 

24 the unobligated balance of the National Defense Stockpile 

25 Transaction Fund (50 U.S.C. 9ffli). 
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1 SEC. 114. ANNUAL REPORT ON IHPACT OF OFFSETS. 

2 Section 309 of the Defense Production Act of 1950 (50 

3 U.S.C. 2099) is amended— 

4 (1) in subsection (a) — 

5 (A) by striking ''Not later" and inserting ''(1) 

6 Not later"; 

7 (B) by striking the second sentence; and 

8 (C) by adding at the end the following new 

9 paragraph: 

10 "(2) The Department of Commerce shall — 

11 "(A) prepare the report required by para- 

12 graph (1); 

13 ''(B) consult with the Secretary of Defense, 

14 the Secretary of the Treasury, the Secretary of 

15 State, and the United States Trade B>epresenta- 

16 tive in preparation of such report; and 

17 "(C) function as the President's Executive 

18 Agent for carrying out the requirements of this 

19 section."; 

20 (2) by amending subsection (b) to read as follows: 

21 "(b> Interagency Studies and Related Data. — 

22 "(1) Each report required under subsection (a) 

23 shall be based on appropriate interagency studies 

24 which identify the cimiulative effects (indirect as well 

25 as direct) of offset agreements on — 
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1 "(A) the full range of domestic defense pro- 

2 ductive ci^ability (with special attention to the 

3 firms serving as lower-tier subcontractors or sup- 

4 pliers); and 

5 "(B) the domestic defense technology base as 

6 a consequence of the technology transfers associ- 

7 ated with such offset agreements. 

8 "(2) Data developed or compiled by any agency 

9 while conducting such interagency study or other inde- 

10 pendent study or analysis shall be made available to 

11 the Secretary of Commerce to facilitate the Secretary 

12 in executing his responsibilities with respect to trade 

13 offset and countertrade policy development."; 

14 (3) by adding at the end the following new sub- 

15 sections: 

16 "(c) Notice of Offset Agbeements. — (1) If a 

17 United States firm enters into a contract for the sale of a 

18 weapon system or defense-related item to a foreign country 

19 or foreign firm and such contract is subject to an offset agree- 

20 ment exceeding $5,000,000 in value, such firm shall furnish 

21 an offset agreement to the official designated in the regular 

22 tions promulgated to paragraph (2) information concerning 

23 such sale. 

24 "(2) The information to be furnished shall be prescribed 

25 in regulations promulgated by the Secretary of Commerce. 
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1 Such regulations shall provide protection from public disclo- 

2 sure for information which is reasonably designated as propri- 

3 etary or business confidential by the firm submitting such in- 

4 formation, unless public disclosure is subsequently specifically 

5 authorized by such firm. 

6 "(d) Contents op Rbpobt. — 

7 "(1) In genebal. — Each report under subsection 

8 (a) shall include — 

9 "(A) a net assessment of the elements of the 

10 industrial base and technology base covered by 

11 the report; 

12 "(B) recommendations for appropriate reme- 

13 dial action under the authorities provided by this 

14 Act, or other law or regulations; 

15 "(C) a summary of the findings and recom- 

16 mendations of any interagency studies conducted 

17 during the reporting period under subsection (c); 

18 "(D) a summary of offset arrangements con- 

19 eluded during the reporting period for which infor- 

20 mation has been furnished pursuant to subsection 

21 (c); and 

22 "(E) a summary and analysis of any bilateral 

23 and multilateral negotiations relating to use of off- 

24 sets completed during the reporting period. 
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1 "(2) Altbrnative findings. — Each report may 

2 include any alternative findings or recommendations of- 

3 fered by any departmental Secretary, agency head, or 

4 the United States Trade Bepresentative to the Secre- 

5 tary of Commerce. Such alternative finding or recom- 

6 mendation may be included if the Secretary of Com- 

7 merce has been fmnished the independent study or 

8 analysis upon which such alternative finding or recom- 

9 mendation is based during the preparation of the 

10 report. 

11 "(e) Utilization op Annual Bepobt in Negotdl- 

12 TiONS. — The findings and recommendations of the reports 

13 required by subsection (a), and the various interagency re- 

14 ports and analyses providing the basis for such reports shall 

15 be considered by representatives of the United States during 

16 bilateral and multilateral negotiations to minimize the ad- 

17 verse effects of offsets.". 

18 PART C— AMENDMENTS TO TITLE YU OF THE 

19 DEFENSE PRODUCTION ACT 

20 SEC 121. SHALL BUSINESS. 

21 Section 701 of the Defense Production Act of 1950 (50 

22 U.S.C. App. 2151) is amended to read as follows: 

23 ''SEC 701. SHALL BUSINESS. 

24 "(a) Pabticipation. — Small business concerns shall 

25 be given the maximum practicable opportunity to participate 
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1 as contractors, and subcontractors at various tiers, in all pro- 

2 grains to maintain and strengthen the Nation's industrial 

3 base and technology base undertaken pursuant to this Act. 

4 "(b) ADinNiSTBATiON OF AcT. — In administering the 

5 programs, implementing regulations, policies, and procedures 

6 under this Act, requests, applications, or appeals from small 

7 business concerns shall, to the maximum extent practicable, 

8 be expeditiously handled. 

9 "(c> Allocations Undeb Section 101. — Whenever 

10 the President invokes the power to allocate any material pur- 

11 suant to section 101 of this Act, small business concerns shall 

12 be accorded, so far as practicable, a fair share of such miateri- 

13 al, in proportion to the share received by such business con- 

14 cems under normal conditions, giving such special consider- 

15 ation as may be possible to new small business concerns or 

16 individual firms facing undue hardship.". 

17 SEC. 122. DEFINITIONS. 

18 Section 702 of the Defense Production Act of 1950 (50 

19 U.S.C. App. 2152) is amended to read as follows: 

20 "Sec. 702. Definitions. — As used in this Act — 

21 ^'(1) Cbitical component. — The term 'critical 

22 component' shall include components, subsystems, sys- 

23 tems, and related special tooling and test equipment 

24 essential to the production, repair, maintenance, or op- 

25 eration of weapon systems or other military equipment 
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1 assigned a priority designation by the Secretary of De- 

2 fense. 

3 "(2) Cbitical tbchnologt. — The term 'critical 

4 technology' shall include a technology that is included 

5 in one or more of the plans submitted pursuant to sec- 

6 tion 2368 of title 10, United States Code, unless sub- 

7 sequently deleted, or such other emerging or dual use 

8 technology as may be designated by the President. A 

9 list of critical or emerging technologies shall be main- 

10 tained and periodically published in the Federal Regis- 

11 ter and printed in the Code of Federal Regulations. 

12 ''(3) Defense contsactob. — The term 'defense 

13 contractor' means any person who enters into a con- 

14 tract with the United States to furnish materials, in- 

15 dustrial resources, or a critical technology, or to per- 

16 form services for the national defense. 

17 "(4) Domestic soubce. — The term 'domestic 

18 source' means a business entity that performs substan- 

19 tially all of the research and development, engineering, 

20 manufacturing, and production activities required of 

21 such firm as a defense contractor in the United States 

22 or Canada. 

23 "(5) Facilities.— The term 'facilities' shall in- 

24 elude all types of buildings, structures, or other im- 

25 provements to real property (but excluding farms, 
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1 churches or other places of worship, and private dwell- 

2 ing houses), and services relating to the use thereof. 

3 ^ "(6) Industbial REfiOUBCES. — The term 'indus- 

4 trial resources' means materials, services, processes, or 

5 manufacturing equipment Qnduding the processes, 

6 techndogies, and ancillary services for the use oi such 

7 equipment) needed to establish or maintain an efficirait 

8 and modem national defense industrial capacity. 

9 "(7) Matebials. — The term 'materials' shall in- 

10 elude raw materials (including minerals, metals, and 

11 advanced processed materials), commodities, articles, 

12 components (including critical components), products, 

13 items of supply, and such technical information or serv- 

14 ices anciUary to the use thereof. 

15 "(8) National defense. — The term 'national 

16 defense' means programs for military and energy pro- 

17 duction or construction, military assistance to any for- 

18 eign nation, stockpiling, space, and directly related ac- 

19 tivity. 

20 "(9) NoNDOMBSTic 80UBCE. — The term 'nondo- 

21 mestic source' means a business entity other than a 

22 'domestic source'. 

23 "(10) Pebson. — The term 'person' includes an 

24 individual, corporation, partnership, association, or any 
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1 other organized group of persons, or legal successor or 

2 representatiye thereof. 

3 "(11) Sbbvicbs. — The term 'services' includes 

4 any effort that is needed or incidental to — 

5 "(A) the development, production, process- 

6 ing, distribution, delivery, or use of an industrial 

7 resource or a critical technology, or 

8 "(B) the construction of facilities.". 

9 SEC. 123. DELEGATION OF AUTHORITY; APPOINTMENT OF 

10 PERSONNEL. 

11 Section 703 of the Defense Production Act of 1950 (50 

12 U.S.C. App. 2153) is amended to read as follows: 

13 ''SEC. 703. DELEGATION AND CIVILIAN PERSONNEL. 

14 "(a) Delegation op Authobitt. — Except as other- 

15 wise specifically provided, the President may — 

16 "(1) delegate any power or authority conferred 

17 upon him by this Act to any officer or agency of the 

18 Government; 

19 "(2) authorize such redelegation by that officer or 

20 agency head as the President may deem appropriate; 

21 and 

22 "(3) establish such new agencies as may be neces- 

23 sary to manage Federal emergency preparedness pro- 

24 grams. 
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1 ''(b) Civilian Personnel. — ^An^ officer or a^ncy 

2 head may appoint civilian personnel without regard to section 

3 5dl(b) of title 5, United States Code, and without regard to 

4 the provisions of such title governing appointments in the 

5 competitive service, and may fix the rate of basic pay for 

6 such personnel without regard to the provisions of chapter 51 

7 and subchapter HE of chapter 53 of such title relating to 

8 classification and General Schedule pay rates, except that no 

9 individual so appointed may receive pay in excess of the 

10 annual rate of basic pay payable for OS-18 of the General 

11 Schedule, as the President deems appropriate to carry out 

12 the provisions of this Act/'. 

13 SEC.124. RULES, REGULATIONS, AND ORDERS. 

14 Section 704 of the Defense Production Act of 1950 (50 

15 U.S.C. App. 2154) is amended to read as follows: 

16 ''SEC. 704. RULES, REGULATIONS, AND ORDERS. 

17 ''The President may make such rules, regulations, and 

18 orders as he deems appropriate to carry out the provisions of 

19 this Act. This authority shall be exercised in conformity with 

20 section 709 of this Act.''. 

21 SEC. 125. ANTITRUST PROTECTIONS FOR SANCTIONED INDUS- 

22 TRY CONSORTIA. 

23 Section 708 of the Defense Production Act of 1950 (50 

24 U.S.C. App. 2158) is amended to read as follows: 
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1 ''SEC 708. SANCTIONED INDUSTRY CONSORTIA. 

2 "(a) Antitrust Protection. — The President may 

3 authorize the estahlishment of sanctioned industry consortia, 

4 in accordance with subsection (e), to provide industrial re- 

5 sources or critical technologies found to be essential for the 

6 preservation or enhancement of the industrial or technology 

7 base of the United States supporting the national defense. 

8 Except as provided in subsection (j) of this section, no crimi- 

9 nal or civil action may be brought under the antitrust laws 

10 agamst any participant in a sanctioned industry consortium 

11 for activities conducted in establishing such a consortium or 

12 in undertaking a plan of action within the scope of the char- 

13 ter of the sanctioned consortium. 

14 "(b) Definitions. — As used in this section — 

15 "(1) The term 'antitrust laws' means — 

16 "(A) the Act entitled 'An Act to protect 

17 trade and commerce against unlawful restraints 

18 and monopolies and for other purposes', approved 

19 July 2, 1890, commonly referred to as the *Sher- 

20 man Act' (15 U.S.C. 1 et seq.); 

21 "(B) the Act entitled 'An Act to supplement 

22 existing laws against unlawful restraints and mo- 

23 nopolies and for other purposes', approved Octo- 

24 her 15, 1914, conunonly referred to as the 'Clay- 

25 ton Act' (15 U.S.C. 12 et seq.); 
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1 ''(C) the Federal Trade Commission Act (15 

2 U.S.C. 41 et seq.); 

3 "(D) sections 73 and 74 of the Act entitled 

4 'An Act to reduce taxation, to provide revenue for 

5 the Government, and for other purposes', ap- 

6 proved August 27, 18d4, commonly referred to as 

7 the 'Wason Tariff Act' (15 U.S.C. 8 and 9); 

8 "(E) the Act of June 19, 1936, chapter 592 

9 (15 U.S.C. 13, 13a, 13b, and 21a); 

10 "(F) the Act entitled 'An Act to promote 

11 export trade and for other purposes', approved 

12 April 10, 1918, commonly referred to as the 

13 'Webb-Pomerene Act' (15 U.S.C. 61-65); and 

14 "(O) similar laws enacted by the several 

15 States. 

16 "(2) The term 'flexible manufacturing network' 

17 means a specified program relating to the joint devel- 

18 opment, engineering, production, and marketing of one 

19 or more products by the network's participants for 

20 their common benefit, including — 

21 "(A) the coordination of the individual engi- 

22 neering, purchasing, manufacturing, quality assur- 

23 ance, inventory control, and other activities by the 

24 participants to attain the network's specified pro- 

25 gram objectives, or the joint undertaking of such 
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1 activities by two or more of the network's partici- 

2 pants; 

3 ''(B) the collection and sharing of information 

4 among the network's participants relating to man- 

5 ufacturing capacity, production costs, distribution 

6 capabilities, and potential markets for the speci- 

7 fied products being produced by such network; 

8 and 

9 ''(C) the collection and sharing of such other 

10 technical or business information as may be rea- 

11 sonably required to undertake the network's speci- 

12 fied program. 

13 "(3) The term 'plan of action' means any of one 

14 or more documented methods adopted by participants 

15 in a sanctioned industry consortium (or voluntary 

16 agreement) to implement the purposes and objectives of 

17 such consortium or agreement. 

18 "(4) The term 'sanctioned industry consortium' 

19 means an arrangement among two or more entities for 

20 the purpose of jointly undertaking a specific program of 

21 basic research, research and development, production, 

22 marketing, any specified combination of the foregoing 

23 activities, or a flexible manufacturing network relating 

24 to industrial resources or critical technologies found to 

25 be essential to the preservation or enhancemmit of the 
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1 indufltrial or technology base of the United States sup- 

2 porting the national defense. Such participating entities 

3 may include for-profit husiness concerns, not-for-profit 

4 . entities, and educational institutions. The term also in- 

5 eludes a voluntary agreement described in paragraph 

6 (6). 

7 "(5) The term 'voluntary agreement' means an 

8 agreement approved by the President, which — 

9 "(A) results from consultation by the Presi- 
10 dent with representatives of industry, business, fi- 
ll nancing, agriculture, labor, and other interests, 

12 "(B) is to provide for defense of the United 

13 States through the development of preparedness 

14 programs and the expansion of productive capac- 

15 ity and supply, and 

16 ''(C) is a result of a finding by the President 

17 that conditions exist which pose a direct threat to 

18 national security and preparedness programs. 

19 "(c) Delegation op Pbbsidential Authobity. — 

20 The authority granted to the President in this section may be 

21 delegated to one or more individuals whose appointments 

22 shall be subject to the advice and consent of the Senate. 

23 "(d) FOBMATION OF SANCTIONED InDUSTBT CONSOB- 

24 TiUM. — (1) Persons in the private sector interested in form- 

25 ing a sanctioned industry consortium may make application in 
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i a form and containing such infonnation as required by regula- 

2 tions promulgated pursuant to subsection (h). 

3 "(2) Promptly after an application is received, a notice 

4 shall be published in the Federal Register announcing that an 

5 appUcation for the establishment of a sanctioned industry 

6 consortium has been submitted, identifying each participating 

7 entity, and describing the activities to be imdertaken by such 

8 consortium. 

9 ''(3) Not later than 7 days after an application has been 

10 submitted, a copy of the application shall be transmitted to 

11 the Attorney General and the Chairman of the Federal Trade 

12 Conmiission, accompanied by any supporting information 

13 submitted with the application, and any other information 

14 necessary to make a determination as to whether the pro- 

15 posed consortium should be sanctioned and established. 

16 "(e) Cbitbbia fob Sanctioning Consobtium. — (1) 

17 A proposed industry consortium shall be sanctioned if it is 

18 determined that such industry consortium — 

19 "(A) wiU provide at least one domestic source for 

20 industrial resources or critical technologies that wiU 

21 substantially enhance the capability of the industrial 

22 and technology base to support national defense re- 

23 quirements, 

24 "(B) includes participants that are reasonably rep- 

25 resentative of the overall industry, 
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1 "(C) wiU not constitute unfair competition or a 

2 substantial restraint of trade with respect to other per- 

3 sons widiin the United States who may be sources of 

4 the same industrial resources or critical technology, 

5 and 

6 ''(D) wiU not unreasonably enhance, stabilize, or 

7 depress prices for the industrial resources or critical 

8 technologies that are the subject matter of such consor- 

9 tium's proposed activities. 

10 "(2) Such application for the establishment of a sanc- 

11 tioned industry consortium shall be reviewed by the Attorney 

12 General, the Chairman of the Federal Trade Commission, 

13 and such other officers of the Executive as may be designated 

14 by the President in accordance with the requirements of 

15 paragraph (1) and such other evaluation criteria as may be 

16 specified in the regulations promulgated pursuant to subsec- 

17 tion(h). 

18 ''(3) Not later than 90 days after the receipt of an appli- 

19 cation and not earlier than 30 days after the publication of 

20 the notice required by subsection (dK2), such application shall 

21 be approved or disapproved. The reasons for disapproval 

22 shall be specified in writing. 

23 ''(4) Approval of an application shall be evidenced by 

24 the issuance of a charter which shall specify any special 

25 terms, conditions, or limitations which are deemed necessary 
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1 by the President, the Attorney General, or the Chairman of 

2 the Federal Trade Commission to assure compliance with the 

3 standards of paragraph (1) or such additional requirements as 

4 may be specified in the regulations promulgated pursuant to 

5 subsection (h). 

6 "(5) Upon approval of a sanctioned industry consortium 

7 a Gk)yemment employee shall be assigned as a principal liai- 

8 son to such consortium pursuant to the regulations described 

9 in subsection (h). 

10 "(f) CoNSOBTiUM Advisobt COUNCIL. — A Sanctioned 

11 industry consortium is authorized to organize an advisory 

12 council, specifying the membership, functions, and operating 

13 procedures of such council in its application. 

14 "(g) Chabteb. — (1) Modification. — The charter of a 

15 sanctioned industry consortium may be modified during its 

16 term. A request for a modification initiated by the consortium 

17 shall be considered and approved in the same manner as an 

18 original charter application. A charter modification, directed 

19 by the President, shall be implemented within 30 days of the 

20 receipt of a notice of such a Presidential direction (unless 

21 extended by the President), or the consortium shall lose its 

22 protections under subsection (a). 

23 "(2) Tebmination. — A sanctioned industry consortium 

24 may be terminated by the President upon a finding that the 

25 industry consortium is no longer conducting its activities in 
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1 conformity with this section, the regulations promulgated 

2 pursuant to subsection (h), or the terms of the consortium's 

3 charter. Such notice shall specify the reasons for the determi- 

4 nation to terminate the consortram, and a^rd the consortium 

5 at least 30 days to respond, in accordance with appeal proce- 

6 dures specified in the regulations promulgated pursuant to 

7 subsection (h). 

8 "(h) Rboxtlations. — (1) The President shall promul- 

9 gate regulations to implement this section. The preparation 

10 of such regulations, and modifications thereto, shall include 

11 the participation of the Attorney General, the Chairman of 

12 the Federal Trade Commission, and such other officers of the 

13 Executive as the President may deem appropriate. 

14 "(2) In addition to regulations required by this section 

15 and such matters as the President deems appropriate for the 

16 effective administration of the program, the regulations re- 

17 quired by paragraph (1) shall address the following matters: 

18 "(A) In order to be accorded protections under 

19 subsection (a), affected persons shall furnish to the At- 

20 tomey General and the Chairman of the Federal Trade 

21 Commission — 

22 "(i) notice at least 10 days prior to initiating 

23 discussions among the prospective participants, 

24 "(ii) notice of and the opportunity for repre- 

25 sentatives of the Attorney General and the Chair- 
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1 man of the Federal Trade Commission to partici- 

2 pate in all meetings, and 

3 ''(iii) a transcript of the proceedings of each 

4 such meeting. 

5 ''(B) Opportmiity shall he provided for designated 

6 Oovemment representatives to attend any meeting 

7 sponsored hy such consortium. 

8 ''(G) Opportunity for public participation in such 

9 consortium meetings shall be provided, unless the mat- 

10 ters to be discussed at such meetings fall within a cate- 

11 gory described in paragraphs (1), (3), or (4) of section 

12 552(b) of title 5, United States Code. 

13 "(D) Access shall be provided for inspecting and 

14 copying, at reasonable times and upon reasonable 

15 notice, the records of the sanctioned industry consortia 

16 um by representatives of the Attorney General, the 

17 Chairman of the Federal Trade Commission, and the 

18 individual designated as the Gbvemment's principal li- 

19 aison to such sanctioned industry consortium. 

20 "(B) Public access shall be provided to the Gov- 

21 emment's records relating to the establishment or con- 

22 duct of a sanctioned industry consortium, subject to the 

23 limitations of paragraphs (1), (3), and (4) of section 

24 552(b) of title 5, United States Code. 
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1 "(i) Exemption Fbom Federal Advisobt Gommtt- 

2 TEE Act. — The activities of a saiictioned iildustry consorti- 

3 urn (including any advisory council established by such con- 

4 sortium) are exempt from the provisions of the Federal Advi- 

5 sory Committee Act (5 U.S.C. App.), and the regulations 

6 promulgated thereunder, if such activities are conducted in 

7 compliance with this section, the regulations promulgated 

8 pursuant to subsection (h), and the terms of the consortium's 

9 charter. 

10 "(j) Remedies. — (1) Any person who has been injured 

11 with respect to any act or omission committed in connection 

12 with the organization or operation of a sanctioned industry 

13 consortium may bring a civil action for injunctive relief or for 

14 breach of contract if — 

15 "(A) such act or omission occurred — 

16 "G) in the course of organizing a sanctioned 

17 industry consortium pursuant to subsection (d), or 

18 "&) while undertaking the sanctioned activi- 

19 ties of the consortium pursuant to its charter, and 

20 "(B) the person committing such act or omission 

21 failed to comply with the scope and limitations of its 

22 charter, the requirements of this section, or the regula- 

23 tions promulgated pursuant to subsection (h). 

24 "(2) A person injured as a result of an act or omission 

25 described in paragraph (1) may be awarded — 
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1 ''(A) actual damages, including interest on such 

2 damages, and 

3 ''(B) in the case of any successful action to en- 

4 force liahility under this section, the costs of such 

5 action together with reasonable attorney's fees. 

6 ''(3) Any action conunenced under this subsection shall 

7 proceed as if it were an action conunenced under section 4 or 

8 section 16 of the Clayton Act, except that the standards ap- 

9 pUcable to the sanctioned industry consortium shall be the 

10 requirements of this section, the regulations promulgated pur- 

11 suant to subsection (h) and the charter of such consortium. 

12 The remedies provided in this subsection shall be the exclu- 

13 sive remedies available to a plaintiff. 

14 ''(4) Any action under paragraph (1) shall be brought 

15 within 2 years of the discovery of the facts indicating that the 

16 sanctioned industry consortium has failed to comply with the 

17 requirements of this section, the regulations promulgated pur- 

18 suant to subsection (h), or the charter of such consortium, but 

19 not later than 4 years from the date the cause of action 

20 arises. 

21 ''(5) In any action brought under paragraph Q)» there 

22 shall be a presumption that the activities of a sanctioned in- 

23 dustry consortium which are within the scope and limitations 

24 of its charter comply with the requirements of this section. 
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1 "(6) In any action brought under paragraph Q), if the 

2 court finds that the challenged conduct was undertaken by 

3 the sanctioned industry consortium within the scope and limi- 

4 tations of its charter, the requirements of this section, and the 

5 regulations promulgated pursuant to subsection (h), the court 

6 may award to the person against whom the claim is brought 

7 the cost of defending such claim (including reasonable attor- 

8 ney's fees).". 

9 SEC 126. EXEBfPnON FROM ADHINISTRATIVE PROCEDURE 

10 ACT. 

11 Section 709 of the Defense Production Act of 1950 (50 

12 n.S.G. App. 2159) is amended to read as follows: 

13 <^EC 709. EXEBfPnON FROM ADMINISTRATIVE PROCEDURE 

14 ACT. 

15 ''Any rule, regulation, order, or amendment thereto pro- 

16 mulgated under the authority of this Act shall not be subject 

17 to the requirements of sections 551 through 559 of title 5, 

18 United States Code. Each proposed rule or regulation, and 

19 each amendment thereto, shall be published for public com- 

20 ment in the Federal Register in conformity with the require- 

21 ments of section 22 of the Office of Federal Procurement 

22 Policy Act (41 U.S.C. 418b) and chapter 6 of title 5, United 

23 States Code.". 
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1 SEC 127. AUTHORITY To' REVIEW CERTAIN MERGERS, ACQUI- 

2 SmONS AND TAKEOVERS. 

3 Section 721 of the Defense Production Act of 1950 (50 

4 U.S.G. App. 2170) is amended by striking subsection (dKl) 

5 and inserting the following: 

6 ''(1) there is evidence that leads the President to 

7 believe that completion of the foreign merger, acquisi- 

8 tion, or takeover may threaten to impair the national 

9 security, and". 

10 PARTD— TECHNICAL AMENDMENTS 

11 SEC. 131. PRIORITIES IN CONTRACTS AND ORDERS. 

12 Section 101 of the Defense Production Act of 1950 (50 

13 U.S.C. App. 2071) is amended— 

14 (a) in subsection (a)(2) by striking ''allocate mate- 

15 rials and facilities" and inserting ''materials, services, 

16 and facilities"; 

17 (b) in subsection (c)(1) by striking "supplies of ma- 

18 terials and equipment" and inserting "materials, equip- 

19 ment, and services"; 

20 (c) by strikmg paragraphs (2) and (3) and inserting 

21 the following new paragraph: 

22 "(2) The authority granted by this subsection may 

23 not be used to require priority performance of contracts 

24 or orders, or to control the distribution of any supplies 

25 of materials, service, and facilities in the marketplace, 
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1 unless the President submits to the Congress a finding 

2 that— 

3 "(A) such materiids, services, and facilities 

4 are scarce, critical, and essential — 

5 "(i) to maintain or expand exploration, 

6 production, refining, transportation, 

7 "(ii) to conserve energy supplies; or 

8 "(iii) to construct or maintain energy fa- 

9 cilities; and 

10 "(B) maintenance or expansion of explora- 

11 tion, production, refining, transportation, or con- 

12 servation of energy supplies or the construction 

13 and maintenance of energy facilities cannot rea- 

14 sonably be accomplished without exercising the 

15 authority specified in paragraph (1) of this subsec- 

16 tion."; and 

17 (d) by redesignating paragraph (4) as paragraph 

18 (3). 

19 SEC. 132. LOAN GUARANTEES. 

20 Section 301(eK2)(B) of the Defense Production Act of 

21 1950 (50 U.S.C. App. 2091(eK2)(B)) is amended by striking 

22 ''and to the Committees on Banking and Currency of the 

23 respective Houses" and inserting ''and to the Committee on 

24 Banking, Housing, and Urban Affairs of the Senate and the 
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1 Committee on Banking, Finance and Urban Affairs of the 

2 House of Representatives". 

3 SEC 133. INVESTIGATIONS; RECORDS; REPORTS; SUBPOENAS. 

4 Section 705 of the Defense Production Act of 1950 (50 

5 U.S.C. App. 2155) is amended— 

6 (1) in subsection (a), by striking "subpena" and 

7 inserting ''subpoena"; 

8 (2) by redesignating subsections (c), (d), (e), and (0 

9 as subsections (b), (c), (d), and (e), respectively; 

10 (3) in subsection (c) (as redesignated by paragraph 

11 (2)), by striking "$1,000" and inserting "$10,000"; 

12 and 

13 (4) in subsection (d) (as redesignated by paragraph 

14 (2)), by striking all after the Hrst sentence. 

15 SEC 134. EMPLOYMENT OF PERSONNEL. 

16 Section 710 of the Defense Production Act of 1950 (50 

17 U.S.C. App. 21(50) is amended— 

18 (1) in subsection (b), by striking paragraph (6), 

19 and inserting the following: 

20 ''(6KA) The departmental Secretary or an agency 

21 head making the i^pointment shall publish a notice in 

22 the Federal Register including the name of the ap- 

23 pointee, the employing department or agency, the title 

24 of the position to which such individual is being ap- 

25 pointed, the name of such individual's employer when 
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1 selected for appointment, and a statement that the in- 

2 dividual has made a filing in accordance widi'subpara- 

3 graph (B) which is available for inspection. 

4 ''(B) Each individual selected for appointment 

5 under the authority of this subsection shall furnish to 

6 the departmental Secretary or agency head making the 

7 appointment — 

8 ''(i) a list of the names of each corporation, 

9 partnership, or other business in which such indi- 

10 vidual has an interest, and 

11 ''(ii) a list of any financial interest such indi- 

12 vidual had during the 60-day period preceding 

13 such appointment, including any office or director- 

14 ship held in a corporation. 

15 ''(G) Each individual shall submit the information 

16 described in subparagraph (B) annually on the anniver- 

17 sary of such individual's appointment."; 

18 (2) in paragraph (7) of subsection (b) — 

19 (A) by striking "Chairman of the United 

20 States Civil Service Commission" and inserting 

21 "the Director of the Office of Personnel Manage- 

22 ment"; 

23 (B) by striking "Joint Committee on Defense 

24 Production"; and 
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1 (3) in paragraph (8) of subsection (b), by striking 

2 "transportation and not to exceed $15 per diem in lieu 

3 of subsistence while away from their homes and regu- 

4 lar places of business pursuant to such appointment" 

5 and inserting ''reimbursement for travel, subsistence, 

6 and other necessary expenses incurred by them in car- 

7 r3dng out the functions for which they were appointed 

8 in the same manner as persons employed intermittently 

9 in the Federal Oovemment are allowed expenses under 

10 section 5703 of title 5, United States Code''. 

1 1 SEC. 135. AUTHORIZATION OF APPROPRIATIONS. 

12 Section 711(aKl) of the Defense Production Act of 1950 

13 (50 U.S.G. App. 2161) is amended by striking "Bureau of 

14 the Budget" and inserting "Office of Management and 

15 Budget". 

16 PART E— REPEALERS AND CONFORMING 

17 AMENDMENTS 

18 SEC 141. SYNTHETIC FUEL ACTION. 

19 Section 307 of the Defense Production Act of 1950 (50 

20 U.S.G. App. 2097) is repealed. 
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1 SEC. 142. VOLUNTARY AGREEMENTS AND PLANS OF ACTION 

2 FOR INTERNATIONAL AGREEMENTS FOR 

3 INTERNATIONAL ALLOCATION OF PETROLEUM 

4 PRODUCTS AND RELATED INFORMATION SYS- 

5 TEMS. 

6 Section 708A of the Defense Production Act of 1950 

7 (50 U.S.C. App. 2158a) is repealed. 

8 SEC. 143. AUTHORIZATION OF APPROPRIATIONS. 

9 Section 711 of the Defense Production Act of 1950 (50 

10 U.S.C. App. 2161) is amended— 

11 (1) by striking subsection (b), 

12 (2) by striking ''(a)(1) Except as provided in para- 

13 graph (2) and paragraph (4)'' and inserting ''(a) Except 

14 as provided in subsection (c)", 

15 (3) by striking in subsection (a) in the parentheti- 

16 cal ''and for the payment of interest under subsection 

17 (b) of this section'', and 

18 (4) by striking paragraph (2) and redesignating 

19 paragraph (3) as subsection (b), and 

20 (5) by striking subparagraph (B) of paragraph (4) 

21 and redesignating paragraph (4)(A) as subsection (c). 

22 SEC. 144. JOINT COMMITTEE ON DEFENSE PRODUCTION. 

23 Section 712 of the Defense Production Act of 1950 (50 

24 U.S.C. App. 2162) is repealed. 
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1 SEC 146. PERSONS DISQUALIFIED FOR ElfPLOYBfENT. 

2 Section 716 of the Defense Production Act of 1950 (50 

3 U.S.C. App. 2165) is repealed. 

4 SEC 146. FEASIBILITY STUDY ON UNIFORM COST ACXX)UNT. 

5 ING STANDARDS; REPORT SUBMITTED. 

6 Section 718 of the Defense Production Act of 1950 (50 

7 U.S.C. App. 2167) is repealed. 

8 SEC 147. NATIONAL COMMISSION ON SUPPLIES AND SHORT- 

9 AGES. 

10 Section 720 of the Defense Production Act of 1950 (50 

11 U.S.C. App. 2169) is repealed. 

12 PART F— REAUTHORIZATION OF SELECTED 

13 PROVISIONS 

14 SEC 151. AUTHORIZATION OF APPROPRUTIONS. 

15 Section 711(c) of the Defense Production Act of 1950 

16 (as amended by section 143 of this Act) is amended to read 

17 as follows: 

18 "(c) There is authorized to be appropriated for fiscal 

19 years 1990» 1991, 1992, and 1993 not to exceed 

20 $250,000,000 to carry out the provisions of sections 301, 

21 302, and 303 of this Act.". 

22 SEC 152. SUNSET. 

23 Section 717 of the Defense Production Act of 1950 (50 

24 U.S.C. App. 2166) is amended to read as follows: 
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1 <^EC 717. SUNSBT. 

2 "(aKD Sections 101, 102, 103, 105, and 106 of this 

3 Act, and all authority conferred thereunder, shall terminate 

4 at the close of September 30, 1993. 

5 ''(2) Sections 301, 302, 303, 304 of this Act, and all 

6 authority conferred thereunder, shall terminate at the close of 

7 September 30, 1993. 

8 "(3) Sections 701, 702, 703, 704, 705, 706, 707, 708, 

9 and 711 of this Act, and all authority conferred thereunder 

10 shall terminate at the close of September 30, 1993. 

11 ''(4) Section 104 of title 11, and title VI of this Act, and 

12 all authority conferred thereunder, shall terminate at the 

13 close of June 30, 1953. 

14 ''(5) Title IV and title V of this Act, and all authority 

15 conferred thereunder, shall terminate at the close of April 30, 

16 1953. 

17 ''(6) Except as otherwise provided, all other provisions 

18 of this Act, and all authority conferred thereunder, shall 

19 remain in effect. 

20 "(b) The termination of any section of this Act, or any 

21 agency or corporation utilized under this Act shall not affect 

22 the disbursement of funds under, or the carrying out of, any 

23 contract, guarantee, commitment or other obligation entered 

24 into pursuant to this Act prior to the date of such termina- 

25 tion, or the taking of any action necessary to preserve or 

26 protect the interests of the United States in any amounts 
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1 advanced or paid out in carrying on operations tinder this 

2 Act, or the taking of any action (including the making of new 

3 guarantees) determined by a guaranteeing agency to be nee- 

4 essary to accomplish the orderly liquidation, adjustment or 

5 settlement of any loans guaranteed under this Act, including 

6 actions considered necessary to avoid undue hardship to bor- 

7 rowers in reconverting to normal civilian production; and all 

8 of the authority granted to the President, guaranteeing agen- 

9 cies, and fiscal agents under section 301 of this Act shall be 

10 applicable to actions taken pursuant to the authority con- 

11 tained in this subsection.". 

12 TITLE II— ADDITIONAL PROVI- 

13 SIGNS TO IMPROVE INDUSTRI- 

14 AL PREPAREDNESS 

15 PART A— INDUSTRIAL CAPABILITY AND NATIONAL 

16 SECURITY 

17 SEC. 201. INDUSTRIAL CAPABILITIES COMMnTEE. 

18 (a) Establishment. — The President shall promptly 

19 establish, through the issuance of an executive order or such 

20 other means as may be appropriate, an Industrial Capabilities 

21 Committee or other appropriate forum, to exercise the re- 

22 sponsibilities described in subsection (b). 

23 (b) Responsibilities. — The forum established pursu- 

24 ant to subsection (a) shall exercise the following responsibil- 

25 ities, in addition to such others as the President may assign,: 
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1 (1) Analyze, on an ongoing basis, the demands to 

2 be placed upon industry by the national defense plans 

3 and industry's capabilities to fulfill those expectations 

4 in peacetime as well as in time of war or national 

5 emergency. 

6 (2) Review major Gbvemment policies and their 

7 impact on the defense industrial and technology base. 

8 (3) Develop a process for periodic industry-wide 

9 assessment of technological advancement and produc- 

10 tion capabilities in relation to national security objec- 

11 tives. 

12 (4) Review existing industrial policy objectives, 

13 laws, and regulations, and recommend to the President 

14 modifications that foster industrial innovation, modem- 

15 ization, and productivity. 

16 (5) Develop proposals for selectively expanding 

17 national defense production to respond to graduated 

18 levels of mobilization. 

19 SEC. 202. INTEGRATION OF NATIONAL SECURITY POUCY AND 

20 NATIONAL ECONOBHC POUCY. 

21 It is the sense of the Congress that — 

22 (1) the national security of the United States 

23 would benefit from greater integration of national eco- 

24 nomic policies (including tax and trade) and national 

25 security policies; and 
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1 (2) such objective would be fostered by — 

2 (A) designating tiie Secretary of Defense as 

3 a member of tiie Economic Policy Council, and 

4 (B) establishing a Defense Working Group 

5 witiiin the President's Economic Policy Council. 

6 SEC 203. ASSESSING INDUSTRIAL RESPONSIVENESS CAPA- 

7 BILinES. 

8 It is tiie sense of tiie Congress that, from time to time, 

9 tiie President should conduct of one or more exercises to 

10 assess tiie capability of tiie defense industry's capability to 

11 respond to increased demands for defense material and serv- 

12 ices under various graduated mobilization response condi- 

13 tions. 

14 PART B— ENCOURAGING IMPROVEMENT OF THE 

15 DEFENSE INDUSTRIAL BASE 

16 SEC 211. ENCX>URAGEMENT OF INVESTMENT IN ADVANCED 

17 MANUFACTURING TECHNOLOGY AND PROCESS- 

18 ES. 

19 The President, acting through the Administrator for 

20 Federal Procmrement Policy, shall prescribe an acquisition 

21 policy that encourages contractors to invest in advanced 

22 manufacturing technology, advanced production equipment, 

23 and advanced manufacturing processes. Such policy shall 

24 provide for — 
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1 (1) an increased allowance for profit under a con- 

2 tract if the contractor, a subcontractor, or a supplier 

3 invests in any such advanced technology, equipment, or 

4 process in connection with the performance of such 

5 contract; and 

6 (2) assignment of increased weight to- source se- 

7 lection criteria relating to the efficiency of production. 

8 SEC. 212. RECOGNITION OF MODERNIZED PRODUCTION SYS- 

9 TElfS AND EQUIPMENT IN CONTRACT AWARD 

10 AND ADMINISTRATION. 

11 (a) In Oenebal. — The President, acting through the 

12 Administrator for Federal Procurement Policy, shall pre- 

13 scribe an acquisition policy requiring, to the maximum extent 

14 practicable, that the acquisition plan for any major system 

15 acquisition, or any other acquisition program designated by 

16 the Secretary or agency head responsible for such acquisition, 

17 provide for contract solicitation provisions which encourage 

18 competing offerors to acquire for utilization in the perform- 

19 ance of the contract modem industrial facilities and produc- 

20 tion systems (including hardware and software), and other 

21 modem production equipment, that increase the productivity 

22 of the offerors and reduce tiie costs of production. 

23 (b) Authorized Solicitation Provisions. — Con- 

24 tract solicitation provisions referred to in subsection (a) may 

25 include any of tiie following provisions: 
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1 (1) An evaluation advantage in making the con- 

2 tract award detennination. 

3 (2) An increase of not more than 10 percent in 

4 the amount which would otherwise be reimbursable to 

5 a contractor as the Oovemment's share of costs in- 

6 curred for the acquisition of production special tooling, 

7 production special test equipment, and production spe- 

8 dal systems (including hardware and software) for use 

9 in the performance of the contract. 

10 (3) A provision for the contractor to share in any 

11 demonstrated cost savings that are attributable to in- 

12 creased productivity resulting from the following con- 

13 tractor actions not required by the contract — 

14 (A) the acquisition and utilization of modem 

15 industrial facilities and production systems (includ- 

16 ing hardware and software), and other modem 

17 production equipment, for the performance of the 

18 contract; or 

19 (B) the utilization of other manufacturing 

20 technology improvements in the performance of 

21 the contract. 

22 SEC 218. SUPPORT FOR THE DEVELOPMENT AND APPUCA- 

23 TION OF CRITICAL TECHNOLOGIES. 

24 The President, acting through the Administrator for 

25 Federal Procurement Policy, shall prescribe an acquisition 
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1 policy authorizing a departmental secretary or agency head 

2 to restrict to domestic sources the competition for all or a 

3 portion of a contract opportunity to fulfill the requirements 

4 for materials, components, or items of supply that are the 

5 products of, or are manufactured through the application of a 

6 critical technology as defined in section 702 of the Defense 

7 Production Act of 1950 (50 U.S.C. App. 2152). Each pro- 

8 curement restricted pursuant to this subsection shall be justi- 

9 fied on a case-by-case basis. Such procurements shall repre- 

10 sent not more than the minimum aggregate quantity neces- 

11 sary to sustam at least one domestic source determined to be 

12 essential to national security. 

13 SEC. 214. PROCUREMENT OF CRITICAL ITEBfS OF SUPPLY. 

14 (a) Maintaininq Domestig Soubces. — The Presi- 

15 dent, actmg through the Administrator for Federal Procure- 

16 ^lent Policy, shall prescribe an acquisition policy authorizing 

17 a departmental secretary or an agency head to make a non- 
18 competitive contract award pursuant to the authority provid- 

19 ed in section 2304(c)(3XA) of title 10, United States Code, or 

20 section 303(cX3)(A) of the Federal Property and Administra- 

21 tive Services Act of 1949 (41 U.S.C. 253(bX3XA)), as appro- 

22 priate, for the procurement of any critical item of supply from 

23 a domestic source in order to maintain at least one domestic 

24 source determined to be essential to national security. The 

25 requirements of section 2304(f) of title 10, United States 
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1 Code, or section 303(f) of the Federal Property and Adminis- 

2 trative Services Act of 1949 (41 U.S.C. 253(f)) shall apply to 

3 a contract awarded pursuant to this subsection. 

4 (b) SuBGONTRAGTiNQ. — The President, acting through 

5 the Administrator for Federal Procurement Policy, shall pre- 

6 scribe an acquisition policy requiring that the solicitation for 

7 the procurement of any major system, or such other procure- 

8 ments as may be specified in accordance with such acquisi- 

9 tion policy, shall — 

10 (1) specify the minimum percentage of the total 

11 estimated value of the contract that is to be performed 

12 by one or more domestic firms; 

13 (2) provide for the attainment of such requirement 

14 by the firm as prime contractor, or by subcontractors 

15 pursuant to a subcontracting plan submitted with the 

16 firm's offer; 

17 (3) specify that a source selection factor relating 

18 to the requirement specified in subparagraph (A) shall 

19 accord — 

20 (A) such source selection factor a value not 

21 to exceed 10 percent of the total evaluation points 

22 for all source selection factors specified in the so- 

23 licitation; and 
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1 (B) such evaluation points in proportion to 

2 the extent to which each offer meets or exceeds 

3 the specified percentage; 

4 (4) provide that attainment of tiie percentage 

5 specified in tiie offer of tiie firm receiving the award 

6 shall he a material element of contractual performance; 

7 and 

8 (6) require the contractor to — 

9 (A) identify, at the conclusion of contract 

10 performance, each suhcontractor whose perform- 

11 ance is to he counted towards attainment of tiie 

12 contractual requirement specified pursuant to 

13 paragraph (1); and 

14 (B) provide prompt notice to the contracting 

15 officer after replacing any such suhcontractor. 

16 (c) Cbitical Items of Supply. — The President, 

17 acting through the Secretary of Defense, shall — 

18 (1) determine, for the purposes of this section, the 

19 items of supply that are critical items; and 

20 (2) puhlish a Hst of such critical items in the Fed- 

21 eral Acquisition Regulation. 
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1 PART C— UNFAIR FOREIGN CX>MPETITION 

2 SBa S21. EVALUATION OF OFFERS FROM SOURCES OTHER 

3 THAN DOMESTIC SOURCES. 

4 (a) In General. — The President, acting through the 

5 Administrator for Federal Procurement Policy, shall pre- 

6 scribe an acquisition policy for evaluating contract offers re- 

7 ceived from nondomestic sources witii respect to a price ad- 

8 vantage such nondomestic source may have over a domestic 

9 source as a result of any unfair advantage. The policy shall 

10 provide for the application of price evaluation factors to tiie 

11 offers of such nondomestic sources when necessary to counter 

12 any such unfair advantage. 

13 (b) Definition. — As used in this section, tiie term 

14 ''unfair advantage" means — 

15 (1) direct or indirect subsidization of a nondomes- 

16 tic source by a foreign government or otiier foreign 

17 entity; or 

18 (2) exemption of a nondomestic source from tiie 

19 application of a statute, regulation, or executive order 

20 of the United States relating to environmental protec- 

21 tion, fair labor standards, or subcontracting participa- 

22 tion by small business concerns and small business con- 

23 cems owned and controlled by socially and economical- 

24 ly disadvantaged individuals and members of otiier des- 

25 ignated groups, applicable to domestic sources. 
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1 SIXX 222. DISGOUIUGmGUNFAK TRADE FftACTIGBS. 

2 (a) Suspension ob Debabment Authobizbd. — A 

3 finding that a contractor has engaged in an unfair trade prac- 

4 tice, as defined in subsection (b), shall indicate a lack of busi- 

5 ness integrity or business honesty that seriously and directly 

6 affects the responsibility of the contractor to perform any 

7 contract awarded by the Federal Oovemment or perform a 

8 subcontract under such a contract. Such contractor shall be 

9 subject to suspension and debarment in accordance with sub- 

10 part 9.4 of title 48, Code of Federal Regulations (or any 

11 successor regulation). 

12 (b) Definitions. — ^For purposes of this section, the 

13 term ''unfair trade practice" means the commission of any of 

14 the following acts by a contractor: 

15 (1) An unfair trade practice, as determined by the 

16 International Trade Commission. 

17 (2) A violation of any agreement of the Coordinate 

18 ing Committee on Export Controls or any similar bilat- 

19 eral export control agreement, as determined by the 

20 Secretary of Commerce. 

21 (3) A false certification concerning the foreign 

22 content of an item of supply, as determined by the Sec- 

23 retary of the department or the head of the agency to 

24 which such certificate was furnished. 
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1 TITLE III— AMENDMENTS TO 

2 RELATED LAWS 

3 SEC 301. PROCEEDS FRCNi SALE OF EXCESS INDUSTRIAL 

4 PLANT EQUIPMENT AND FACILITIES. 

5 Section 204 of the Federal Property and Administrative 

6 Services Act of 1949 (41 U.S.G. 485) is amended— 

7 (1) by amending subsection (a) to read as follows: 

8 ''(a) Disposition of Receipts. — All proceeds under 

9 this subchapter from any transfer of excess property to a 

10 Federal agency for its use, or from any sale, lease, or other 

11 disposition of surplus property shall be covered into the 

12 Treasury as miscellaneous receipts, except as provided in 

13 subsections (b), (c), (d), (e), and (h) of this section."; and 

14 (2) by adding at the end the following new sub- 

15 section: 

16 "(h) Credit to Defense Production Act Fund on 

17 Certain Transactions. — ^Where the property transferred 

18 or disposed of was industrial plant equipment or production 

19 facilities determined by the Secretary of Defense to be no 

20 longer required for mobilization of the defense industrial base, 

21 the costs of disposal or transfer of such equipment or facilities 

22 may be paid from the proceeds of such disposition or transfer 

23 and the net proceeds of the disposition or transfer shall be 

24 covered into the Defense Production Act Fund, established 
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1 pursuant to aection 304 of the Defense Productaon Act of 

2 1950 (50 UACApp. 2094).". 

3 SEC 302. STOiXPIUNG OF CRITICAL CX>lfPONENTS. 

4 Section 12(1) of the "Strategic and Critical Materials 

5 Stock Piling Act" (50 U.S.C. 98h-3(l)) is amended to read 

6 as follows: 

7 "(1) The term 'strategic and critical materials' 

8 means — 

9 ''(A) materials that (i) would be needed to 

10 supply the military, industrial, and essential civil- 

11 ian needs of the United States during a national 

12 emergency, and (ii) are not found or produced in 

13 the United States in sufficient quantities to meet 

14 such needs, and 

15 ''(B) components of major weapon systems, 

16 or other items of military equipment, essential to 

17 the production, repair, maintenance, or operation 

18 of such systems or equipment, which the Secre- 

19 tary of Defense determines are not produced in 

20 the United States or Canada in sufficient quanti- 

21 ties to meet defense mobilization needs, and must 

22 be stockpiled in order to most effectively meet 

23 such mobilization needs.". 
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1 TITLE IV— EFFECTIVE DATES 

2 SEC 401. EFFECTIYE DATES. 

3 (a) Except as provided in subsection (b), the provisions 

4 of this Act shall take effect on September 30, 1989. 

5 (b) The acquisition policies required by sections 214 and 

6 221 of the Act shall be promulgated witiiin 180 days. Such 

7 poKcies shall apply to solicitations issued 60 days after the 

8 promulgation of procurement regulations implementing such 

9 acquisition policies. 

O 
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STATEMENT OF JACQUES S. GANSLER, SENIOR VICE PRESIDENT, 
THE ANALYTICAL SCIENCES CORP. [TASC], ARLINGTON, VA; 
REPRESENTING THE PROCUREMENT ROUNDTABLE 

Mr. Gansler. Thank you, Mr. Chairman. 

This is clearly a critical time and a critical set of hearings. I 
think it's appropriate to remember that there are really two issues 
before us in these hearings. 

First is the extension of the Defense Production Act of 1950; and 
the objective here to extend it for four years rather than what has 
been done sometimes, only for a six-month period. 

The second objective is to discuss amendments to it that could 
greatly broaden its application and its use. So I would like to brief- 
ly touch on both of these items. 

In terms of the original act, if you'll recall, it had seven Titles to 
it and there are only three in effect today. The other four have ex- 
pired and have not been renewed. Let me just briefly touch on the 
three, because the three that are still in place are actively in use, 
in many cases. 

Title I grants to the President the power to prioritize the per- 
formance of specific contracts to meet urgent defense requirements 
and then to sdlocate resources to industries to optimize production 
of defense materiel. That has been used in peacetime a number of 
times in crises. A plant blows up and it has to be replaced. In fact, 
there are examples of where it's been replaced in 1 year instead of 
3 years because priorities were exercised. Another example that I 
recall is when we provided equipment to Israel and we had to re- 
place our tanks. We exercised the priorities in order to then resup- 
ply ourselves, in that case more rapidly. 

So even in the peacetime environment the priorities acts are in 
existence and in use. 

The second of the major titles still around is title m, which au- 
thorizes the President to use loans, loan guarantees, purchase com- 
mitments, and grants to encourage contractors to establish or 
expand activities that would provide increased domestic industrial 
capability for defense needs. 

Presently, the purchase conmiitment is the only title m incen- 
tive being used, but it is a very effective guarantee and, in fact, the 
example that comes to mind is where there was a paiticular item 
that the Department of Defense was purchasing sole source — criti- 
cal electronics equipment, from France — and as a result of using 
title m we established a United States competitor to the French 
operation by guaranteeing purchases. 

The one point I might make about title m is that the funding for 
that has been extremely unstable; and one of the issues that's 
before you, in terms of cunendments, would be to increase the sta- 
bility of the funding in that area. 

The last of the three existing titles is title Vn and that author- 
izes the President to provide antitrust defenses. That gets some- 
what to what Senator Heinz was asking about for conducting joint 
activities, under voluntary agreements, aimed at solving production 
distribution problems that might impair national defense prepared- 
ness. 
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The creation of such voluntary agreements has to be initiated by 
the President. It has to be approved fay the Attorney General and 
the Chairman of the FederaJ Trade Commission before any anti- 
trust protections are accorded to the participants. 

In addition, there was more recently added to it the section 721 
which provides for involvement of the President in areas such as 
foreign purchases of U.S. defense firms, a growing issue that I'm 
sure we will talk about as well. 

Now, to summarize on the current act, it's my opinion that the 
Defense Production Act ijs the cornerstone of present U.S. industri- 
al preparedness efforts. Virtually all of the programs that are 
aimed at improving our industrial preparedness draw their author- 
ity either implicit^ or explicitly today from the Defense Produc- 
tion Act. 

I think there's no question that the condition of the defense in- 
dustrial base is fundamental to our deterrent, to our econ<»ny, to 
our government procurements, and to our arms control agree- 
ments — in terms of responsiveness — and, thus, it seems to me it's a 
critical issue to try to maintain, but I would argue even more 
strongly, to reinvigorate the Defense Production Act and the pro- 
grams associated with it. It's a meaningful barometer of how the 
U.S. views industrial strength and industrial preparedness. 

The point I want to make is, r^ardless of any amendments that 
we talk about relative to the Defense Production Act, it seems to 
me that we want to extend the Defense Production Act and we 
want to do it for a significant period of time, fa^ecause it is a valua- 
ble tool for our industrial base. 

Now to shift to the amendments, it seems to me that the Govern- 
ment here has an opportimity to tiake action which will help to re- 
verse the current decline in both our defense industrial base and 
our international industrial competitiveness. In mv opinion, to 
date, insufficient attention has been paid to this need for action in 
these two areas and each day lost here will definitely cause an ad- 
verse impact. 

The hardest part that the Nation seems to have is to accept the 
fact that traditional U.S. policy paradigms faiave lost their rel- 
evance in this area. I believe we can no longer assume that eco- 
nomic and security issues can be separately treated. We can no 
longer assume that a self-contained industrial base is there for the 
U.S. defense establishment. We can no longer assume that the Gov- 
ernment is not involved in international industrial competitive- 
ness. We can no longer assume that a U.S. technological leadership 
exists in the militery-relevant technologies. We can no longer 
assume that an available U.S. skilled labor force exists and we can 
no longer assume that what is in the U.S. corporations' interest is 
necessarily in the nation's interest. 

These are assumptions that we have been making and our policy 
is based on it and I'm not suggesting they don't exist, but I'm 
saying we cannot assume them. We nave to assure that they do 
exust. 

New national policies, based on a recognition of the changed re- 
alities, are therefore required. The objectives have to be to assure 
that in areas such as trade, tax policv, education, financial mar- 
kets, government R&D investments, defense procurement practices. 
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and the many other ways in which the Government in fieurt does 
today affect the industry structure, conduct and performance, we 
address the efiTectiveness of those actions. 

We should have the U.S. taking actions which will allow and in- 
centivize market operations that will achieve results that strength- 
en both our nation's security and our national industrial competi- 
tiveness. 

Unfortunately, today, that is not the case. Current U.S. Govern- 
ment policies actually result in high cost of capital, poor education 
of our future workers, short-term investment incentives, uncom- 
petitive international trade practices, high cost and low quality 
goods — especially in our defense-related products — and a general 
government-industry relationship which has the two sides in con- 
stant opposition rather than working together toward a c(»nmon 
long-term set of national goals. 

Our focus has to be to use public policy to help, rather than con- 
tinue to retard, America's industrial competitiveness. The purpose 
of the needed government actions should be to allow and encourage 
U.S. firms to achieve the rapid market adjustments required for 
today's changes in technology, management and international 
forces. I believe a place to start is the defense industrial base. No 
one can argae that this is an area in which the Government is to- 
tally involved, and it has to remain so. Neither can one argae that 
any of the classic ''myths of the market" exist, for here there is, in 
fact, no free market at work to achieve economic efficiency. There's 
only a single buyer — for one condition. 

Second, we have a de facto defense industrial policy, and we im- 
plement it every day through the actions that we take — positive or 
n^ative. 

Finally, in this defense industry section, every day we do ''pick 
winners and losers". We have to do so. We have an approximatdy 
$38 billion R&D program in which we decide whether it's going to 
be gallium arsenide or hula hoops, and we properly decide between 
those as to what's in the interest of national security. 

The problem is that our de facto defense industrial strat^y is 
not a coherent one and is often a counterproductive one. The re- 
sults, as has been frequently stated, is that there are dramatic 
signs of deterioration of the defense industrial base and they are 
all around us, and in my prepared comments I list a significant 
number of these. 

The fact that many of these problems appear to have worsened, 
not improved, during the past decade of high defense spending 
levels, poses a paradox for those who argae that increased spending 
can cure the structural problems or that the market will provide 
solutions. 

As future defense spending declines, we can be sure that these 
problems will grow even worse, unless we take actions to address 
them. 

Perhaps of greatest concern to me is the rapid loss of U.S. tech- 
nological leadership in critical defense technologies, both product 
and process technologies — weapons and production process technol- 
ogies. The high cost, high risk, and long time period that will be 
involved in reversing these declining technological leadership 
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trends make it essential that it be addressed through a joint public- 
private sector effort, essentially as you said, Mr. Chairman. 

I would point out that recently Defense Secretary Cheney 
wrote— and I quote here— ''The United States cannot persist in its 
current laissez-faire ai^roach to the competition in advanced tech- 
nologies without incurring major economic and security problems 
of its own in the future." 

To respond to this concern, I believe it is necessary to agree on a 
clear vision of the structure of the defense industry that we would 
want, as we enter the 21st century, and then to initiate a consist- 
ent set of government and industry actions to move us there during 
the decade of the 1990s. 

The vision that I would propose is one in which the U.S. defense 
industry is no longer a imique sector but a largely indistinguish- 
able part of an overall U.S. industrial base; one tnat would produce 
goods for both civil and military needs and would do this in 
common, integrated factories. 

Ruggedized, commercial equipment, in areas such as electronics, 
today is often lower in cost, higher in quality, and more advanced 
in performance, for the same environments as equivalent military 
equipment. Additionally, modem, automated, flexible manufactur- 
ing factory equipment allows multiple products to be produced effi- 
ciently in the same plant; thus allowing not only economies of scale 
but also rapid conversion in the event that a crisis occurs and we 
need to rapidly respond, or peace breaks down again and we shift 
into a surge condition — for example, a break-out from arms control. 

However, unique military buying practices, regulations, specifica- 
tions, standards and so forth all retard or even prohibit such mili- 
tary-civil integration. Clearly, this defense uniqueness has to be 
stopped. It is no longer affordable and today's technology does not 
require it. 

Once integration has been achieved, then the DOD can gain from 
the cost, quality and delivery of superior commercial equipment. . 
Additionally, the U.S. economy can gain from the dual-use advan- 
tages of the R&D and capital investments that are made by the De- 
partment of Defense. We could then build up a domestic engineer- 
ing and manufacturing base which today we have allowed to de- 
clme. 

To implement this future vision of the U.S. defense industrial 
base, the DOD, as the primary defense buyer, must acknowledge its 
responsibility for the hecdth, innovativeness, responsiveness, and 
domestic viability of the industry. It has to take the lead, along 
with strong congressional support, not opposition, in a government- 
wide, four-part action plan to reverse this trend. I have defined the 
four parts in my prepared statement and so I won't go through 
those. 

But I must emphasize that only if we take these actions with a 
dual-use objective in mind, namely the defense industrial base and 
commerdal competitiveness, will we explicitly achieve the objec- 
tives that we set out to do. If we develop, for example, advanced 
display systems, we cannot use specialized military specs and 
imique defense standards. Instead, we have to use commercial com- 
ponents, commercial specifications and standards, and most impor- 
tantly, commercial buying practices. I must emphasize that it is up 
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to the Congress to allow us to use commercial buying practices, in 
order to do that. 

As it becomes recognized that the U.S. Government is signifi- 
cantly involved in the issue of national competitiveness, then the 
critical question is, who is going to take the responsibility? 

Today, unfortunately, there is no obvious answer. It is clear that 
the answer has to go well beyond the establishment and implemen- 
tation of a defense industrial strat^y. Yet, I believe that that's an 
ideal place to start. 

The achievement of a vision for the future defense industrial 
base, such as that which I've described in my prepared remarks, 
will clearly take many years and will require continuous leader- 
ship. It will also require many government actions. I believe that 
much of what is proposed in Senator Dixon's bill on the Defense 
Production Act is a move in the right direction. In my prepared 
conmients I've pointed out some of the areas that I'd like to make 
some changes in that bill. 

In summary, this hearing and the proposed resultant legislation 
can be important steps in achieving the needed changes that the 
Nation must undertake to reverse tiie disastrous dual trends of a 
deteriorating defense industrial base and of a declining U.S. indus- 
trial competitiveness. The committee is to be commended for its 
initiative. Our future military and economic security depend upon 
the continuation of such steps. 

Thank you, Mr. Chairman. 

(The complete prepared statement of Jacques S. Gansler follows:] 
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March 1, 1990 

arica'a Induatrlal Baaa 
Jacques S. Gansler* 

The timing of these hearings Is critical. The U.S. 
government has an opportunity to take actions which will reverse 
the current decline in both our defense industrial base and our 
intematiohiil industrial conqpetitiveness. To date, insufficient 
attention haW been paid to this need for action — and each day 
lost will make the reversal that much more difficult. 

Clearly, we are living in a rapidly changing world. Many of 
these changes inqpact directly on U.S. security and competitive- 
ness. To be in a strong position in the future, we must recognize 
and adjust to the changes — not sinqply be content with our 
current status. Consider four critical changes and their effects: 

• The changing U.S. /Soviet relations and changes in 
Eastern Europe lead to a reduced defense budget and the 
need for a restructured defense program, 

• The growing drug war and 3rd World, "hi-tech** military 
capabilities lead to a shift in how our national 
security resources are spent, 

• Globalization of technology, industry, and finance lead 
to changes in trade and technology transfer policies, 
and 

• The growing economic power of Japan and the European 
community raise the issue of **economic security** as a 
critical element of ''national security.** 

*Dr. Gansler Ts Senior Vice President of TASC (The Analytic 
Sciences Corporation) . He is a former Deputy Assistant Secretary 
of Defense, a former electronics industry executive, and the 
author of Thm Dmfmnmm Indamtry (MIT Press, 1980) and Affording 
Dmfmnmm (MIT Press, January 1989) . He is also a faculty member 
of the Kennedy School of Government, Harvard University; and a 
Director of the Procurement Round Table. 
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The hardest thing for the U.S. to accept is that traditional 
O.S. policy paradigna have loat their relevanoe. For example: 

• We can no longer aaaume that economic and security 
issues can be separately treated. 

• We can no longer aaaume a self-contained defense 
industry. 

• W^ can no longer ^•yrm that government is not involved 
in international industrial competitiveness. 

• We can no longer ^•yrm a U.S. technological leadership 
in military-relevant technologies. 

• We can no longer «a«iim^ an available U.S. skilled labor 
force. 

• We can no longer aaaume that what is in a U.S. 
corporation's interest is necessarily in the nation's 
interest . 

New national policieap baaed on a recognition of the changed 
realitieap are required . The objectives must be to assure that in 
areas such as trade policy, tax policy, education, financial 
markets, government R&D investments, defense procurement 
practices, and the many other ways in which government affects 
industry ''structure, conduct and performance," the U.S. takea 
actiona which allow, and even incentivize. market operationa thafc 
will achieve reaulta that atrengthen both our nation* a aecurity 

and Qiir national indaatrial CQapetitiYangaa . unfort\inateiy, today 
that is not the case. Current U.S. government policies actually 
result in: high costs of capital, poor education of our future 
workers, short-term investment incentives, uncompetitive 
international trade practices, high cost and low quality goods 
(especially in defense-related products), and a general 
government /industry relationship which has the two sides in 
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constant opposition — rather than working together toward a 
common set of long-term national goals. 

As long as we were the undisputed economic and military 
leader of the world we could afford to essentially ignore the 
coming realities. But today the economic, military, and political 
changes around the world can no longer be ignored. This hearing 
is one attend to have these changes gain greater recognition and, 
hopefully, to have some steps taken to change U.S. policies — 
toward being consistent with the needs of today's realities; to, 
UB^ public policy to httlp — rather than continue to retard — 
America* a industrial conpetitiveneaa. 

The purpose of the needed government action should be to 
allow, and encourage, U.S. firms to achieve the rapid market 
adjustments required for today's changes in technology, 
management, and international forces. A place to a ta rt: la witih 
the defense industrial base — an area in whiehf clearly ^ the 
government is totally involvedp and must remain so. Here, one 
cannot argue any of the classic ''myths of the market." For 
example: 

• He cannot state that "the free market will achieve 
economic efficiency;" since, with a single buyer, and 
usually only one supplier of an individual weapon 
system, there are no market incentives to achieve the 
needed efficiency. Historical data, showing high and 
rising costs with inadequate quality, is evidence of the 
failure of this myth. 

• Similarly, to state that "we will not have a defense 
industrial policy" is again to ignore reality, since the 
government is already totally involved in the defense 
industry (as the buyer, the banker, the specifier, the 
regulator, the user, and even the Court of Claims) . 
Thus, its daily actions establish its industrial policy 
— whether good or bad. 
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Finally, one cannot argue that **we will not pick winners 
and losers,** when the DoD spends over $35B a year on 
research and development, by definition **pic)cin9** some 
areas and giving less attention to other areas — thus 
clearly determining which technologies will be sponsored 
and which ones will not. 



The problem is that the nation has a de facto defense 
industrial strategy that is not coherent and is often counter- 
productive. The results, as Senator Jeff Bingaman recently 
stated, are that **the signs of deterioration of the defense 
industrial base are all around us.** These include: 



Rapidly rising military equipment costs 

Inadequate quality of products produced 

Lack of surge capability (for increased production) 

Increasing lead times (for new products) 

Excess capacity at the prime contractor level 

Heavy debt structure 

Lack of parts suppliers 

Lack of cost-reducing capital investments 

Growing dependence on offshore purchases of parts 

Growing dependence on foreign sales of equipment 

Increasing foreign ownership of domestic plants 

Difficulty of getting a skilled work force 

Difficulty of getting U.S. graduate engineers 

Almost total, separation of most firms** military and 

civil operations (due to the low efficiency in defense) 



The fact that many of these problems appear to have worsened 
— not iaqproved — during the past decade of high defense spending 
levels poses a real paradox for those who argue that increased 
•pending can cure the structural problems — or that **the market** 
will provide solutions. And, as future defense spending declines, 
we can be sure that these problems will grown asoUL-MOXMAr unless 
we take actions now to address them. 
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Ferbaps of greatest future concern is the rapid loss of U.S. 
leadership in critical defense technologies — both product 
(weapon) and process (manufacturing) technologies -- that has 
either already taken place or is projected over the coming years. 
The high cost, high risk, and long time period that will be 
involved in reversing this technology leadership trend make it 
essential that it be addressed through a "joint public-private 
sector** effort. As Defense Secretary Cheney wrote in the 1989 
edition of **Soviet Military PoWer** (page 133) : 

**In the years ahead, the United States will 
confront new challenges, perhaps from a 
revitalized and restructured Soviet economy, but 
almost certainly from a unified and competitive 
Europe, a dynamic Japanese economy, rapidly 
developing countries like South Korea and 
Singapore . . . [all having] inqpllcations for the 
US techno- industrial base and, by extension, the 
military balance. . . . [as a consequence] tha 
United States cannot peraiat in itg currant 

laiafl'ftg-faire aptfroach to the competition in 

Mdiranead technologiea without ihcurring major 

economic and aecurity pfnMiMiift of ita omti in tba 

future.** 

To respond to this concern, it is necessary to agree on a 
clear **vision** of the structure of the defense industry that we 
will require as we enter the 21st century, and then to initiate a 
consistent set of government and industry actions to move us there 
during the decade of the 1990s. The *'viaiQn*' I would propoaa ia 
one in which the U.S. defense industry is no longer a *'unique" 
aector, but a largely indistinguishable part of an overall U.S. 
induatrial baaa — one that would produce goods for both civil and 
military needs; and would do this in common (integrated) 
factories. Ruggedlzed, commercial equipment (in areas such as 
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electronics) today is often lower in cost, higher in quality, and 
more advanced in performance — for the same environments — than 
equivalent military equipment. Additionally, modern, automated, 
"flexible manufacturing** factory operations allow multiple 
products to be produced efficiently in the same plants (thus 
allowing great economies of scale in peacetime, and rapid 
conversion, in order to increase military production, should world 
conditions demand it) . However, unique military buying practices, 
regulations, specifications, stemdards, etc. all retard — or even 
prohibit — such military-civil integration. Clearly, this 
**defense \iniqueness** must be stopped I It is no longer affordable, 
and today's technology does not require it. 

Once integration can be achieved, then not only will the DoD 
gain from the cost, quality, and delivery of superior commercial 
parts and equipment, but overall U.S. industrial competitiveness 
will be enhanced by the **dual use** applicability of the large, 
annual Department of Defense R&D and capital equipment 
investments. Finally, based on defense needs, highly-selected 
critical technologies can be nurtured sufficiently to be able to 
build up a dom^gtiG engineering and manufacturing base — both to 
satisfy the military's needs and to strengthen our economic 
security and international industrial competitiveness. 

To implement this future **vision** of the U.S. defense 
industrial base, the DoD — as the primary defense buyer — must 
acknowledge its responsibility for the health, innovativeness, 
responsiveness, and domestic viability of the industry, and it 
must take the lead in a government -wide, four-part action plan to: 
ZixmLt reverse the many harmful defense procurement steps taken in 
recent years (e.g., reduced profits, reduced cash flow, cost 
sharing on high-risk R&D, and excessive intrusion in contractor 
operations) ; second ^ create an overall **environment** to improve 
U.S. international competitiveness (addressing: antitrust, 
ci^ital markets, trade, R&D and capital investment incentives, and 
education) ; third s encourage a dramatic restructuring of the 
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defense industry by removing t&e barriers to civil/military 
integration (from unique military specifications <and thousands of 
special regulations, through special cost accounting and data 
rights) ; and, fourth ^ select a few "critical defense sectors** of 
the U.S. economy and — with industry leadership — take actions 
to revitalize these sectors (e.g., with R&D investments, 
guaranteed purchases, consortia, etc.). It is important to 
emphasize that most of these critical sectors would be at the 
lower tiers of the defense industry (the materials, parts, and 
manufacturing process levels), and they are likely to be **dual 
use** industries — thus, also helping U.S. industrial 
competitiveness . 

A key point to make is that these four sets of actions must 
fit into an integrated plan. All four are required. For example, 
individual government investments without an overall ** environment** 
change would not work (since there would be insufficient industry 
incentives to build on the original investment) ; nor would 
shifting to buying commercial components without domestic R&D 
incentives (it would sinqply shift more procurement offshore) ; nor 
would defense funding of R&D without consideration of potential 
commercial needs (it would only result in more **specialized, high- 
cost, military** parts) . Fortunately, since critical defense 
technology areas today greatly overlap with the essential needs of 
the civilian economy (e.g., advanced semiconductors, new 
structural materials, software productivity, advanced production 
equipment, and telecommunications) the actions taken for defense 
reasons can dramatically inqprove U.S. industrial competitiveness 
in the civil sector — but only if we taka th^ae actions with a 
dual-uae objactiva explicitly in mind- For exanqple, if, in 
developing advanced, defense display systems, we do not use 
specialized military specifications, unique DoD standards, etc.; 
but, instead, use commercial components, commercial specifications 
and standards, and — most important — ffomiiifir pial buying 
practjgga . 



/ 
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Obviously, the nation's overall competitiveness problems 
cannot be solved solely by addressing the defense industry — but 
it is a place to start; and no one can argue that the government 
does not have a role there. Ifhether it is the above-noted four- 
part set of long-term actions, or some others, it Lm e ,^^»rly t"*B»f 
to g^Gogniga tha changing international eeonomie and geopolitical 
mnir±rf%nmmn¥ anrf to begin to taka action. To quote again from 
Secretary Cheney's September 1989 report ("Soviet Military Power: 
Prospects for Change**) : 

**If the United States proves unable to com- 
pete effectively in areas of advanced technolo- 
gies, it would incur the most severe economic 
and security consequences: markets would be 
lost, the U.S. industrial base would erode, and 
the United States would become increasingly de- 
pendent upon offshore technologies for its 
defense at the same time as its economic health 
weakens. It is somewhat ironic that, although 
the Soviet Union constitutes the greatest threat 
to U.S. security, the greatest challenge to the 
U.S. technology and industrial base will almost 
certainly come from the United States* own 
allies. Thus the United States must succeed in 
this ** friendly competition** with advanced 
Western industrial states if its economic power, 
and the West's system of collective security, is 
to endure.** 

Recently, Senator John McCain raised a critical question when 
he stated: '*As it becomes recognized that the U.S. government is 
significantly involved in the issue of national competitiveness, 
who is going to take the responsibility?** Today there is — 
unfortunately — no obvious answer. It is clear, however, that 
the answer must go well beyond the establishment and 
inclement at ion of a ** defense industrial strategy**. Yet, the 
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latter must fit into this overall picture and It can be an 
essential first step. 

The achievement of a ** vis Ion" for the future defense 
Industrial base (such as that described above) will clearly take 
many years — and will require continuous leadership. It will 
also require many Incremental — yet consistent — actions. I 
believe that much of what Is proposed In Senator Alan Dixon's bill 
on the Defense Production Act <S 1379) Is a move In the right 
direction. In the attachment I have commented on specific 
sections of this Inqportant bill and suggested some changes which 
could help In more rapidly achieving the desired strengthening and 
clvll/mllltary Integration of the nation's Industrial base. 

In summary, this hearing -- and the proposed resultant 
legislation — can be Inqportant steps In achieving the needed 
changes that the nation must undertake to reverse the disastrous 
dual trends of a deteriorating defense Industrial base and of a 
declining U.S. Industrial competitiveness. The Committee Is to be 
commended for Its Initiative. Our future military and economic 
security depend upon the continuation of such steps. 
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Atlt'.aghiiiftnt 

SPECIFIC COMMENTS ON S 1379 

TITLE I — irhich covers Title III and VI of the Defense 
production Act — and which is designed to expand the authorities 
of the President to take actions to expand productive capacity and 
svpply byt 

• Expanding the projects eligible for loans, loan 
guarantees, guarantees, purchase guarantees and grants; 

• Establishing a special revolving fund to enhance the 
utility of this program; 

• Increasing the threshold for Congressional authorization 
of individual projects; 

• Increasing the oversight of offset agreements and 
requiring the reporting of each agreement above a specified 
amount; 

• Establishing new antitrust immunities and authorizing 
the establishment of "sanctioned industry consortia" to provide 
industrial resources and technologies for the enhancement of the 
industrial base supporting national defense. 

Overall, I found Title I*s focus on bolstering U.S. 
competitiveness a distinct improvement over other, more 
protectionist, approaches. However, a few suggestions which I 
would make are: 

• "Two thresholds are specified in the proposed bill: $5 
million for reporting offsets (Section 114) , and $50 million for 
Congressional authorization of individual projects (Section 111, 
covering loan guarantees, loans, purchases, and purchase 
commitments — all aimed at strengthening "industrial resources" 
and "critical technologies") . I would strongly urge that no 
amounts be specified in the legislation but that the President be 
instructed to set the amounts from time to time and clear them 
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with the appropriate Congressional Committees. This flexibility 
should assure much sounder management (the levels currently 
indi<:ated are £ac too low for cost-effective implementation) . 

• The proposed broadening of the DPA Title III focus is 
extremely inqportant. The DoD has identified this program as a key 
element of its strategy to bolster industrial coaqpetitiveness; you 
need to ensure that the program lives up to its promise. To do 
so, it is essential that stable long-term funding be provided in 
the Act. Additionally, the provision for a revolving fund to 
provide stable financing for advanced manufacturing technology and 
processes, and the possible use of Title III provisions for 
guaranteed initial purchases of future products, could prove very 
useful as an incentive that cooqplements other, selected, "critical 
technology investment** efforts. Finally, in carrying out your 
oversight responsibilities you should ensure that the program is 
**on top** of emerging technologies and coaqpetitiveness needs. 

• I*m intrigued by your proposed amendments to Section 708 
(50 use app. 2061) . I strongly support the move to broaden the 
existing authorities for industry consortia. Although these are 
not panaceas, they can be effective if well managed. A report of 
several years ago for FEHA pointed out the potential to use 
existing Section 708 authorities for these purposes; your 
amendments would clarify this intcmt further. 

TITLE II — Covers a number of additional provisions to 
improve industrial preparedness: 

• Establishing an Industrial Capabilities Committee within 
the Executive Office of the President; 

• Inqproving integration of national security policy and 
national economic policy; 
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• Assessment of industrial base capabilities through 
periodic exercises to simulate mobilization conditions; 

• Issue acquisition policies to encourage investment in 
advanced manufacturing technology, production equipment and 
processes; to provide additional opportunities to support firms 
that are developing critical defense technologies or that are 
sources for critical items; 

• Encourage the use of domestic subcontractors in the 
performance of contracts related to national defense requirements; 

• Provide for application of evaluation factors to co\inter 
any price advantage enjoyed by a nondomestic contractor; 

• Determine a firm's ineligibility for award when it has 
engaged in activities specified as **\infair trade practices'*. 

The overall enqphasis of Title II is extremely important — 
linking "industrial capability and national security" and 
"encouraging in^rovement of the industrial base", especially ±£, 
the actions are focused on explicit support for "critical defense 
technologies" (both product and process technologies). I'd offer 
several suggestions to further strengthen this excellent cluster 
of improvements: 

• Consider specifying that the Industrial Capabilities 
Committee be composed of the Under Secretary of Defense 
(Acquisition) , the Administrator Office of Federal Procurement 
Policy, the Deputy Secretary of Commerce, and the Director of 
PBHA, plus others as determined by the President; and that the 
Committee be responsible for the development of all policies and 
programs covered in S 1379. 

• Emphasize communications with Industry and Congress in 
planning the industrial base structure. 
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• Add to Part A of Title II an encouragement of changes in 
legislation and regulation that would create incentives for firms 
to integrate their civil and military operations at the plant 

• Limit Section 214 "Procurement of Critical Items of 
Supply" to those IftK technologies specifically identified as 
"essential to maintain domestic sources" 

• Remove provisions such as contained in Section 214b — 
"domestic percentages of total subcontracting" — as being 
protectionist without achieving the required objective; and 
replace with more specific wording regarding "critical 
technologies" ooly. 

• Finally, unless I misread Section 222, it would create 
considerable added opportunity for potential abuse of suspension 
and debarment of defense contractors, by introducing a whole new 
set of government agencies into this arena — which I certainly 
would noL want to encourage. 
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The Chairman. Let me thank you for a really excellent presenta- 
tion and your longer statement which you've siunmarized contains 
a number of very important points and we appreciate that effort 
and will give them very carefid consideration. 

Senator Cranston has asked to be recognized at this point. 

Senator Cranston. I thank you, Mr. Gansler, for that very inter- 
esting testimony and I'm sorry I won't hear Mr. Marsh and Mr. 
Math. I want to say to Bernard Schwartz, I've read your testimony 
since I won't be able to listen to it directly, and I want to say I 
agree with a great many of your recommendations, particularly 
those on page 4 relating to capital gains and a suggested roll-over 
which is a concept I've been advocating in a slightly different sense 
for a long time. I'm a bit of a ren^ade among some Democrats in 
that I favor a capital gains change. What you have to say about the 
need for other tax incentives to produce low-cost capital and to en- 
courage long-term investment, and antitrust. I am very concerned 
about the point you make about the penetration of defense indus- 
tries by foreigners. In fact, we don't know what's happening on 
that front. We certainly should make available the resources to 
learn. 

One other point that stood out in your statement to me was the 
suggestion to encourage research and dual-use technology. At a 
time when there are going to be some significant cutbacks in the 
course of time in military spending in view of the collapse of the 
Warsaw Pact and the changed role of the Soviet Union under Gor- 
bachev, reconversion or conversion becomes an issue and dual-use 
approaches would be a very, very sound aspect of what we should 
be doing and I appreciate your comments on that point. 

I'm sorry I have to leave at this stage. Thank you. 

The Chairman. Thank you. Senator Cranston. 

I would just say one other thing with respect to this. These two 
caucuses that have been called on an emergency basis or a real 
time basis at 10:30, the clean cdr legislation has so many elements 
to it that it impacts each region of the country in different ways 
and so everyone has an important stake in that, including this sen- 
ator, but I am well represented by my junior colleague who is there 
on my behalf as well as his own and our State's behalf. So we're 
going to continue on here this morning and I hope that other mem- 
bers will be able to return. I know there is a strong intent to if 
they are able to, depending on the length of this other meeting. 

Mr. Schwartz, let us hear from you. Why don't you identify your- 
self and then we'll move ahead. 

STATEMENT OF BERNARD L. SCHWARTZ, CHAIRMAN AND CEO, 
LORAL CORP., NEW YORK, NY; MEMBER, DEPARTMENT OF DE- 
FENSE'S POLICY ADVISORY COMMITTEE ON TRADE AND THE 
DEFENSE MANUFACTURING BOARD 

Mr. Schwartz. Thank you, Mr. Chairman. I am Bernard 
Schwartz, chairman and chief executive officer of Loral Corp. 

I welcome the opportunity to appear before you on this very im- 
portant stdbject 

In response to your questions and in the general context of this 
hearing, I want to express my support for the reauthorization of 
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the Defense Production Act, and to reiterate my continuing con- 
cern about the decline of our defense industrial base. 

Until very recently, relatively little public attention has been 
paid to this issue because the erosion has been slow and largely in- 
visible. Yet, the number of defense suppliers is shrinking rapidlv, 
particularly at the subcontractor level, which I am particularly 
concerned about. Manv prime contractors also are incurring crip- 
pling losses as a result of program cancellations, postpcxiementa, 
and ovemms cm fixed-price develc^ment contracts. Foreigners are 
buying oiu: high-tech companies at an alarming rate. Advanced 
manufacturing technology is being ignored, and industry-govern- 
ment relations remain largely ants^^onistic. 

All of these factors have omibined to weaken the U.S. technolonr 
base and therefore threaten the U.S. technology advantage whid^ 
forms the basis of our entire defense strat^y. And all of these de- 
velopments promise to become more serious in an era of declining 
defense budgets. 

To preserve and reinvigorate the U.S. defense industrial base, we 
need two seemingly simple things — a set of econcmiic incentives 
that encourage private sector investment in defense technologies — 
and I agree with the Senator's prior comments with respect to the 
emphasis on private sector — and second, efforts of the executive 
branch to intervene very selectively when market forces contradict 
our national security interests. 

Government has a vital role in promoting the health of the in- 
dustrial base, but let me state very clearly that I am opposed to 
government bailouts of faltering defense enterprises and would be 
troubled by massive government loans and grants. Government 
money is the easy answer but not necessarily, here, the right 
answer. 

The U.S. Government can take several steps to ensure that the 
U.S. defense industrial base remains healthy by vigorously repre- 
senting the United States best interests in mtemational aealingB. 
The Federal Government should involve defense contractors more 
effectively in the MOU process. In the n^otiation of the FSX deal 
with Japan, for example, the primes were virtually the only Ameri- 
can contractors consulted by the Government. This resulted in, 
among other things, an exclusion of U.S. firms' participation in the 
avionics portion of the FSX airplane. This represents me loss of po- 
tentially billions of dollars of new business for U.S. avionics houses. 
This is both bad policy and bad business. In the current n^otia- 
tions with Korea about its new fighter, the Government should in- 
volve a range of U.S. defense companies, especially subtler contrac- 
tors, as it negotiates this huge international cooperative venture. 

Along the same lines, the U.S. Government should vigorously 
resist international consortiums whose agreements are written to 
specifically exclude U.S. pcuticipation. On the European fighter, for 
example, the U.S. defense firms cannot bid for many key S3rstems 
because of the export requirements of the consortium. These re- 
quirements were created more to exclude U.S. participation than to 
promote the EFA's exportabilitjr. 

The U.S. Government should also make changes in U.S. tax and 
antitrust laws that now actively discourage private investment in 
the defense industrial base. A most important change would be to 
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foster the availability of low cost capital by indexing the capital 
gains tax to eliminate the inflation tax on capital, and creating 
special tax benefits for equity investors in emerging high-tech com- 
panies by deferring capital gains taxes on those investments if the 
proceeds are rolled over into equity investments in similar high- 
tech companies. This would in ^ect encourage venture capital in 
new emerging companies. We should shorten depreciation sched- 
ules for h^e^tech capdtal equipment and exempt certain high-tech 
consortiums from antitrust regulations. We should also make R&D 
tax credits permanent. 

In order to promote investment support for high-tech» defense- 
related emerging companies, Congress could create a Defense Re- 
construction Corporation, which, armed with capital and Federal 
Government guarantees, could invest equity and loans in underca- 
pitalized technology companies. By using an independent corpora- 
tion, we would be able to maintain entrepreneurialism and the 
spirit of capital without generating large government involvement 
and cimibersome government structure. In this way, we could have 
a structure that would be an incentive to investment, provide cap- 
ital at low cost, and preserve capital and entrepreneurial spirit. 

In international competition U.S. defense companies face special 
un£eur burdens that can be alleviated by government help. To 
counter foreign government marketing and financing support to its 
defense contractors in the form of low interest financing, U.S. 
could match these grants or financial credits to overseas buyers of 
U.S. defense products. It is very difficult, particularly for U.S. com- 
pany defense manufacturers who are trying to sell to other coun- 
tries and are competing with low cost loans from France and Eng- 
land and the governments of our competitors. 

Another example is of&et credits demanded of U.S. producers by 
foreign countries. The United States should impose reciprocal 
ofiGs^t requirements in such cases. 

Even as mundane a sunestion as U.S. Government marketing 
involvement is desirable. Look at the remarkable effort made bv 
the United Kingdom Government, including the Prime Minister^ 
personal direct involvement, in its successful attempt to sell the 
Tornado airplane in Saudi Arabia. 

Hie Government needs to S3rsteinatically collect and analyze data 
relfldbed to foreign ownership and foreign dependency. It is one of 
the most astounding facts of the computer age that the U.S. Gov- 
ernment does not know the extent of foreign penetration in our de- 
fense marketplace and the d^ree to whidb we depend on foreign 
sumdiers for key materials. While the Departments of Commerce, 
Defense, State, and Treasury compile data on foreign investments 
for specific purposes, these data are neither S3rstematically nor 
comprehensively analyzed or available for information. 

Toe risk of this continuing self-imposed ignorance is no less than 
the loss of our tedmological leadersnip, the further erosion of our 
industaial base, and a potential threat to our security in time of 
crisis. To take one specific example, the United States today is de- 
pendent on foreign components or assembly for some key U.S. tao- 
tioed missile lE^ystems and the list is growing daily. In fact, I would 
not be surprised if the United States has foreign owned or pro- 
duced components. in all of our defense arsenal. What happ^is 
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when» not if, these supplies are cut off? The answer is, at best, 
frightening. 

A sound collection, analysis and reporting system is only a start. 
What is of critical importance is alerting senior government lead- 
ers to the threat to security interests posed by foreign ownership 
and foreign dependency, and demanding prompt action. AcconUng- 
ly, I believe that the Exon-Florio legislation is of positive impor- 
tance. The President's recent intervention in ordering the China 
National Aero-Technology Import and Export Corporation to sell 
its interest in Mamco Mcmufacturing Co., a Seattle-basedproducer 
of aircraft parts for Boeing, demonstrates that the Exon-Florio leg- 
islation is sufficient to protect our national security interest, and 
no addition legislation is needed. Active congressional interest in 
such foreign acquisitions of U.S. defense companies will alert the 
national security bureaucracy and ensure close executive scrutiny 
of such acquisitions in the future. 

The DOD should also change some of its contracting regulations 
to encourage investment in research and development. 

Currently there is a series of financial disincentives peculiar to 
the defense industry that, if abolished, would dramatically increase 
the attractiveness of private investment in leading-edge defense 
technology. For example, there is currently a proposal that would 
not allow defense companies to recover the fair market value paid 
for valuable defense assets in an acquisition. This is a powerful 
poison pill for any potential U.S. purchaser of a U.S. defense com- 
pany. It is a disincentive to the accommodation and reformation 
within the defense industry today. This proposed ruling may well 
result in an even bigger sell-off of our defense industrial base to 
foreign interests. 

Additionally, the DOD only allows a portion of contractor's own 
investment in research and development, and the interest expense 
associated with that investment, as a recoverable cost. If 100 per- 
cent of all defense R&D could be recovered, I am sure you would 
see a marked increase in this kind of investment by defense con- 
tractors. 

Defense companies have been saddled with a seemingly endless 
parade of contracting rulings that, taken together, mcd^e the de- 
fense business increasingly unattractive and unprofitable. Defense 
companies that are financially strong and see a profitable future in 
the defense industry will continue to allocate scarce capital re- 
sources to research. Those who do not see it as a profitable venture 
will not do so. As DOD resources for research become scarcer, this 
country cannot afford to discourage private sector investments as 
we do now. 

Recently, Donald Atwood, Deputy Secretary of Defense, took an 
important step in the right direction when he announced that the 
DOD is reviewing its policies on incentives to defense contractors to 
upgrade their manufacturing plants and on progress payments to 
oner contractors a more equitable return on their investment. 
Much more needs to be done, but I hope Secretary Atwood's recom- 
mendations come to fruition. 

A second approach is to encourage more research in dual-use 
technology. From a project's inception, a company would anticipate 
potential for both military and commercial sales. Now commercial- 
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ization is typically considered only after a defense product is com- 
pleted, and success stories are few and far between. If commercial 
uses were incorporated at the beginning of a research project, there 
would be added incentives for companies to invest in new ventures. 

At present, some of us in industry are looking at exactly how 
this might be done. Such investments would be more attractive if 
all rights for the commercial exploitation of a dual-use product are 
granted to the company that developed such a product, even if the 
research was partially funded with government money. 

Today, Senator, the way it works, if the government helps pay or 
does pay for research, it has the rights to whatever commercial ap- 
plications might be used, and companies are reluctant in a very 
competitive commercial marketplace to allow that freeing up of 
their proprietary efforts and I think some help here could be 
usefuL 

Government and industry urgently must devise new incentives if 
we are to generate healthy levels of defense R&D and, correspond- 
inc^y, maintain U.S. technological superiority. I am increasingly 
convinced that if we cannot generate more relatively low-cost cap- 
ital for investment in this country, our industrial base, both de- 
fense and commercial, will decline, no matter what other measures 
we adopt. Other tax incentives and changes in antitrust laws to en- 
courage long-term investments in emerging defense technologies, 
aiMl procurement reform to reverse the increasingly destructive re- 
lationship between industry and government will make significant 
headway in rebuilding our defense industrial base. I am confident 
we can correct this situation and recapture our momentum as the 
world's defense technology leader. 

This concludes my prepared stetement. I would be happy to 
answer any questions that you might have. 

[The complete prepared stetement of Bernard L. Schwartz fol- 
lows.] 
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Hr. GhairMoi and BMnbars of this distinguishad 
ooMiiittaa, Z a» Barnard Sohimrts, Chaiman and chiaf 
Exaaixtiva Offioar of Loral corporation. 



I valoona tha opportunity to appaar bafora you today 
to diacuaa tha raauthorisation of tha Dafanaa Produotion Aot 
of 1950 and S. 1379, tha **Oafanaa Produotion Aot Anandaanta 
of 1989." In raoant yaara, Z hava bacoma incraaaingly 
conoamad about tha aroaion of our dafanaa induatrial baaa 
in sy oapaoity at Loral and alao aa a maabar of both tha 
Dafanaa Policy Adviaory Comaittaa on Trada and tha Dafanaa 
Hanufaoturing Board 'a subgroup on Poraign Ovnarahip* Z want 
to aiqphaaisa at tha outaat, that tha viava which Z praaant 
today ara ay own and do not nacaaaarily rapraaant thoaa of 
any organisation. 

Zn raaponsa to your quaationa and in tha ganaral 
oontaxt of thia haaring, I want to axpraaa my support for 
tha raauthorlzation of tha Dafanaa Production Aot, and to 
raitarata my continuing concam about tha daclina of our 
dafanaa induatrial baaa. 

Until vary racantly, relatively little public attention 
haa baan paid to thia iasue bacauae tha aroaion has been 
alow and largely inviaibla. Yet, the number of defenae 
auppliera ia ahrinking rapidly, particularly at the 
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fiubcontraotor l^v^l, and many prima contractors ara 
incurring crippling loasaa aa a raault of program 
;oancallationa, postpDnemanta, and ovarruna on fixad-prioa 
davalopment contraota. Foraignara ara buying our high*tach 
companiaa at an alarming rata. Advancad manufaoturing 
tachnology ia baing ignorad, and induatry-govarnmant 
ralationa ramain largaly antagoniatic. 

All of thaae factora hava combinad to waakan the U.S. 
technology baaa, and tharafore threaten the U.S. technology 
advantage, which forma the baaia of our entire defenae 
atrategy. And# all of theae developmenta promiae to become 
more aerioua in an era of declining defenae budgeta. 

To preserve and reinvigorate the U.S. defenae 
industrial baae, we need two aeemingly simple things — a 
set of economic incentives that encourage private sector 
investment in defense technologlaa, and efforts of the 
Executive Branch to intervene very selectively when market 
forces contradict our national aecurity interests. 

Government has a vital role in promoting the health of 
the induatrial base, but let me state very clearly that I am 
opposed to government bailouta of faltering defense 
enterpriaes and would be troubled by maaaive government 
loana and grants. Government money is the eaay answer, but 
rarely the right anawer. 
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ni« U.S. GoverrnMtit can take aevaral ataps to anaura 
that tha U.S. dafanae induatrial baaa raoains healthy by 
vigoroualy representing tha U.S. 'a beat intareats in 
International dealings* ihm Federal Oovemment ahould 
involve defenaa contractora more effectively in the MOU 
prooeaa. In the negotiation of the FSX deal with Japcm, for 
exa^la, the prime waa virtually the only American 
contractor conaulted by the U.S. government. Thia raaulted 
in, among other thinga, an exoluaion of U»S. firma' 
participation in the FSX avionica. Thia repreaenta the loaa 
of potentially billiona of dollara of new buaineaa for U.S. 
avionica houaea and the loat opportunity to participate in 
the development of next generation technology. Thia ia both 
bad policy and bad buainesa. In the current n^gotieitlcsna 
with Korea about ita new fighter, the govermctent ahould 
involve a range of U.S. def enae companiea, eapecially 
aubtier contractora, aa it negotiates thia huge 
international cooperative venture. 

Along the aamea linea, the U..S. government ahould 
vigoroualy reaiat international conaortiuma vhoaa agreements 
are written to specifically exclude U.S. participation. Cn 
the European fighter, for example, U.S. defense firma cannot 
bid for many Key aystema becauae of the export requirements 
of the consortium. Theae requirements were created mora to 
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•xcludtt U.S. participation than to promota the EFA's 
axportability. 

Tha U.S. Govammant ahould alao maka changaa in U.S. 
tax and antitrust lava that nov activaXy diacouraga private 
invaatment in tha dafenae industrial baaa. The aingla aoat 
important change would be to foater the availability of low 
coat capital by indexing tha capital gaina tax to aliainate 
the inflation tax on capital, and creating apecial tax 
benef ita for equity inveatora in emerging high-tech 
companiaa by deferring capital gaina taxes on thoae 
Inveatmenta if the proceeda are rolled over into equity 
invaatDanta in aimilar high-tech companiea. We ahould 
ahorten depreciation achadulea for high-tech capital 
equipment and exempt certain high-tech conaortiuma from 
antitruat regulationa. He ahould alao make R&D tax cradita 
permanent. 

The government needa to ayatamatically collect and 
analyse data related to foreign ownerahip and foreign 
dependency. It ia one of the moat astounding facta of the 
computer age that tha U.S. government doea not know the 
extent of foreign penetration in our defenaa narketplace and 
the degree to which we depend on foreign auppliara for key 
matariala. While the departmenta of Commerce, Defenaa, State 
and Treaaury compile data on foreign inveatments for 
specific purpoaes, these data are neither aystematic nor 
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campaMnuimive. 1 support tha resources iMic«ssary to isprove 
our information. 

Tha risk of this oontinuing salf-iwposad ignoranoa is 
no lass than tha loss of our taohnolagioal laadarshipi tha 
furthar arosion of our industrial hasa, and a potantial 
throat to our saourity in tiao of orisis. To taKa ana 
spaoifio axaapla, tha Dnitad Statas today ia dapandant on 
foraign componeiits or assaiBbly for sons kay U.s* tactical 
missils aystams and tha list is growing yaarly. In fact, I 
would not ba surprisad if tha U.8. has foraign ownad or 
producad oonponants in all of our dafansa arsanal. What 
happans whan (not if) thaaa supplias ara cut off? Tha answar 
ia, at bast, frightening. 

A sound collaotion, analysis and raporting systam ia 
only a start, what ia of critical inportanca ia alarting 
sanior govamaant laadars to tha throat to sacurity 
intaraata poaad by foraign ownarahip and foraign dapandancy, 
and denanding prompt action. Accordingly, I baliava that tha 
Exon-Florio legislation ia of great inportanca. Tha 
President's recant intervention in ordering the China 
National Aa re -Technology Import and Export Corporation 
(CATIC) to sell its interest in Xamco Manufacturing Company, 
a Seattle-baaed producer of aircraft parta for Boeing, 
demonstrates that the Exon-Florio legislation ia sufficient 
to protect our national security interests, and no 
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additional l^gistation i» needed. Active Congressional 
interest in such foreign acquisitions of U.S. defenss 
companies will alert the national sec\irity bureaucracy and 
ensure close Executive scrutiny of such acquisitions in the 
future. 

The DOD should also change some of its contracting 
regulations to encourage investment in research and 
development. 

Currently there is a series of financial disincentives 
peculiar to the defense industry that, if abolished, would 
dramatically increase the attraotiveneBS of private 
investment in leading-edge defense technology. For example, 
there is currently a proposal that would not allow defense 
companies to recover the fair market value. paid for valuable 
defense assets in an acquisition — - a powerful poison pill 
for any potential U.S. purchaser of a U.S. defense company. 
This proposed ruling may well result in an even bigger sell- 
off of our defense industrial base to foreign interests. 

Additionally, the DOD only allows a portion of a 
contractor's own investment in research and development, and 
the interest expense associated with that investment, as a 
recoverable cost. If 100 percent of all defense RftD could be 
recovered, I am sure you would see a marked increase in R&D 
.investments by defense contractors. 
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Defense companies have been saddled with a seeningly 
endless parade of contracting rulings that, taken together, 
inake the defense business increasingly unattractive and 
unprofitable* Defense companies that are financially strong 
and see a profitable future in the defense industry will 
continue to allocate scarce capital resources to research. 
Those who do not, will not. As DOD resources for research 
become scarcer, this country cannot afford to discourage 
private sector investments as we do now. 

Recently, Donald Atvood, Deputy Secretary of Defense, 
took an important step in the right direction when he 
announced that the DOD is reviewing its policies on 
incentives to defense contractors to upgrade their 
manufacturing plants and on progress payments to offer 
contractors a more equitable return on their investment, 
Huch more needs to be done, but I hope secretary Atwood^s 
recommendations come to fruition, 

A second approach is to encourage more research in 
dual -use technology. From a project's inception, a company 
would anticipate potential for both military and commercial 
sales. Now, commercialization is typically considered only 
after a defense product is completed, and success stories 
are few and far between. If commercial uses were 
incorporated at the beginning of a research project, there 
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would b« add«d incantiv«s for oonpanies to invest in new 
ventures* 

At present, some of us in industry are looking at 
exactly how this night be done* such investments would be 
Bore attractive if all rights for the aomjnercial 
exploitation of a dual-use product are granted to the 
company that developed such a product, even if the research 
was partially funded with government money. 

Government and industry urgently must devise new 
incentives if we are to generate healthy levels of defense 
R&D and, correspondingly, maintain U,8« technological 
superiority. I am increasingly convinced that if we can not 
generate more relatively low-cost capital for investment in 
this country, our industrial base— both defense and 
ccmineroial ^* will decline, no matter what other measures we 
adopt. Other tax incentives and changes in antitrust laws to 
encourage long-term investments in emerging defense 
technologies, and procurement reform to reverse the 
increasingly destructive relationship between industry and 
government will make significant headway in rebuilding our 
defense industrial base. I am confident we can correct this 
situation and recapture our momentum as the world ^s defense 
technology leader. 
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That concludes ny pr«par«d stataaAxit. I appreciate your 
giving ma tha opport\inity to share these thoughts with you 
today and would be happy to answer any questions that you 
Wight have. 
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The Chairman. Thank you for an excellent and detailed assess- 
ment and we'll get into questions about part of it after we Ve heard 
from all of our witnesses. 

Next we're going to hear from Gen. Robert Marsh, retired, who 
is Chairman of the Science and Technology Committee for the Air 
Force Association and is also presently chairman of the board of 
Thiokol Corp. 

STATEMENT OF ROBERT T. MARSH, U.S. AIR FORCE, RETIRED, 
CHAIRMAN, SCIENCE AND TECHNOLOGY COMMITTEE, AIR 
FORCE ASSOCIATION, ARLINGTON, VA; CHAIRMAN OF THE 
BOARD, THIOKOL CORP. 

General Marsh. Thank you, Mr. Chairman. 

I am pleased to be here and to express some concerns of mine. I'd 
like to summarize, the statement I've submitted for the record. 

I know it won't surprise you or this committee that, as I have 
observed, the trends in the industrial base are not good. The de- 
cline is widely recognized and it's been extensively document^ I'd 
like to mention that the Air Force Association report ''lifeline in 
Danger" made a significant contribution in this respect. The pic- 
ture is not bright. 

Moreover, I believe attention to the defense industrial base is an 
even more urgent matter today as the defense business with indus- 
try declines. Even during the buildup of the 1980's, the total 
number of contractors, as you well know, engaged in the defense 
business went down significantly. As the defense business then 
shrinks further, the maintenance of a viable defense industrial 
base to support future weapon needs and mobilization require- 
ments becomes even more problematical. As you've recognized the 
defense industrial base problems are just a subset of the broader 
national industrial base challenges we face. 

Clearly, the effort to reverse the decline of the industrial base 
must be comprehensive in scope. In general, of course, the Govern- 
ment needs to pursue policies that foster innovation and competi- 
tiveness. Tax, trade and procurement policy all need to be reviewed 
and revised. The nation's education system needs to be reformed to 
produce a technically literate workforce in the future. 

I believe that one of the most critical contributions of the Gov- 
ernment is support to the science and technology base, or the S&T 
base. During a period of retrenchment in defense, the S&T base re- 
quires special attention. If procurements of current systems are 
shelved or significantly slowed, as they are bound to be, and sys- 
tems now in varying stages of advanced development are curtailed, 
then we must pursue, mature and make ready new technology for 
use when — and I might add, not if— new superior weapon system 
capabilities are required. 

The requirement is really two-fold. Supporting the S&T base 
with adequate resources and properly focusing the efforts of the 
S&T program. 

Now, the resource problem is critical because the DOD S&T pro- 
gram fimding has declined over the past two decades and, with the 
prospects of further defense cuts looming, the S&T base needs at- 
tention now. AFA's Science and Technology Committee recently 
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produced a white paper entitled "The Future At Risk" which I 
would also like to submit for the record if I could, Mr. Chair- 
man— — 

The Chairman. By all means. 

General Marsh [continuing]. Detailing many of the problems of 
the S&T base. I believe there is a compelling case that first claims 
on part of the so-called peace dividend belong to the pursuit of new 
technology. This emphasis will not only benefit the defense indus- 
trial base but will help pump-prime the private sector as well. 

I believe that DOD and the Federal labs generally have done a 
pretty good job of transitioning technology to the private sector 
and that ample authoritv and incentives exist to further expand 
that effort. I believe we snould allow a number of recent initiatives 
which I mention in my statement to mature before taking addition- 
al legislative action. 

I would mildly caution against shifting the focus of government 
laboratories too far toward innovation for direct commercial appli- 
cation. Federal laboratories are not as much constrained by the 
near-term pressures that afflict industry. Government laboratories 
are free to explore longer term, high risk technology. If they can 
mature a given technology to the point where industry is persuad- 
ed to pick it up, pursue it further and produce new high technology 
products, then eveiyone benefits. 

Focusing the R&D effort — deciding where the money goes — is the 
other significant challenge for the Government. This is the prob- 
lem of picking and choosing winners and losers. Figuring out which 
technology is critical and which isn't is inherently very difficult. 
When government decides, the difficulties are compounded by po- 
litical as well as technical considerations. 

I recommend a broader perspective by focusing instead on criti- 
cal capabilities or critical sectors. We might as a nation, for exam- 
ple, determine that we want to €u;hieve preeminence in photonics; 
or develop an SST; or that a single-stage-to-orbit capability, as in 
the case of the aerospace plane, is essential to maintaining leader- 
cAiip in space flight. 

Achieving these, or any number of other national goals which we 
might choose to support, will provide the United States with the 
capiability it needs to stay at the forefront of advanced technology 
and will help restore U.S. competitiveness. The process of achieving 
t^em will serve to challenge tne technical community. Such broad- 
based goals will provide impetus and direction for Federal labs as 
well as those of industry and would drive a whole range of technol- 
ogies, computational and manufacturing, ma^be h3rpersonics, mate- 
rmls and so on. I believe high profile pathfinders have the added 
benefit of capturing the imagination of the public, industry and our 
allies; generating interest in the sciences; and encouraging talented 
people to enter technical fields. 

Aa we address the revitalization of the industrial and technology 
bases we must focus carefully on the important problem of foreign 
dependency for materials, components, industrial resources, and 
technologies that are critical to our defense effort. 

The first step in addressing foreign dependency has to be to 
define the extent of the problem and there is, as acknowledged 
here today, no system in place to track the source of the resources 
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critical to our weapons systems. A systematic approach to deter- 
mining the real situation is badly needed, but I believe that at 
least one approach with such promise is already being explored. 

The fiscal year 1989 defense authorization bill required each 
service to ansdyze at least one program to determine the availabil- 
ity of materials and industrial resources required for the develop- 
ment, manufacture, operation, and maintenance of that system. I 
understand that these tests are on track. In practice, the responsi- 
bility for tracking the source of critical materials and components 
falls on the program manager. Computerized data bases, as men- 
tioned, do permit acquisition managers to track many details of a 
program. I don't see any reason that the system could not track 
one more significant detail, the source of components and materi- 
als. By requiring this of the program manager, the necessary raw 
data could be accumulated fairly quickly. The analysis, then, of 
this raw data and determining our true critical dependencies, ad- 
mittedly a complex task, woiild probably have to be undertaken 
centrally somewhere in the Department of Defense. 

Well, there are no panaceas in solving the problem of rejuvenat- 
ing the U.S. industrial and technological base or the matter of for- 
eign dependency, but in a broad context the Defense Production 
Act plays a very useful role and I do strongly support its extension. 

Furthermore, I believe that the specific changes being proposed 
are for the most part quite helpful. Generally speaking, the amend- 
ments strike, in my judgment, the right balance by providing the 
executive agencies the authority to act without detailing the specif- 
ic implementation. Nor are the amendments excessively restrictive 
or protectionist. 

The problems we face in nurturing the human and technical re- 
sources critical to our national security are real, they are massive, 
and they are urgent. T^e committee has done, I believe, a very 
conmiendable job in preparing this legislation. It's an important 
step in the right direction and I would be pleased to work with the 
committee further. 

[The complete prepared statement of Gon. Robert T. Marsh fol- 
lows:] 
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Ganaral Robart T. ••tob** Marsh 

General Robert T. Marsh is the Chairman of ths Air Force 
Association Science and Technology Committee. He was named 
chairman of the board and a director of Thiokol Corporation on July 
1, 1989. 

Prior to his current appointment. General Marsh was a member of the 
board of directors for Morton Thiokol, Inc. and served as a 
consultant to its Aerospace Group. He continues to serve on the 
boards of several other corporations. He is also a director of the 
Procurement Round Table and a member of the Board of Visitors of 
the Software Engineering Institute and the Air Force Institute of 
Technology. 

General Marsh's long and distinguished Air Force career culminated 
with his assignment as Commander of the Air Force Systems Command 
in 1981. Prior to that, he held a number of senior positions in 
Systems Command, including Commander of Electronic Systems 
Division, Vice Commander of the Air Force Systems Command, Deputy 
Chief of Staff for Development Plans, and Deputy Chief of Staff for 
Systems . 

General Marsh is a graduate of the United States Military Academy, 
the Air Tactical School, the Air Command and Staff College, and the 
Air War College. He is married to the former Joan Spears of 
Crawfordsville, Indiana. They are the parents of three married 
daughters . 
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There is nothing startling in the pronouncement that trends in 
the defense industrial base are not good. Industries are 
abandoning the defense business. US industry generally has not 
paid sufficient attention to modernization and as a result its 
conpetitiveness has declined. Foreign penetration of US markets 
and offsets have damaged domestic industries critical to national 
security and expanded US dependence on foreign sources for the 
products of these industries. The Air Force Association produced 
a major study of many of these problems in 1988 entitled "Lifeline 
in Danger: An Assessment of the US Defense Industrial Base." Many 
others have also documented these difficulties. Because of the 
good work of Senator Dixon and many others, I know the committee is 
aware of the content of these reports. The picture is not bright. 

Moreover, attention to the defense industrial base is an even 
more urgent requirement now that defense business with industry is 
declining. Even as the vigorous acquisition effort of the 1980s 
expemded the market and supported the defense industry, the total 
number of contractors engaged in defense work went down 
significantly. As defense business slows, maintenance of a viable 
defense industrial base to support future weapons needs and 
mobilization requirements becomes even more problematic. 

Nor can protection of the defense industrial base be divorced 
from broader industrial base issues. Competitiveness and economic 
vitality are also critical to national security, and every 
important technology we cede to foreign competition weakens us, to 
a greater or lesser degree. 

Clearly the effort to reverse the decline of the industrial 
base must be comprehensive in scope. Government and industry both 
need to get their respective houses in order. Government needs to 
reexamine the total field of incentives and disincentives it 
provides to industry as a whole and to the defense industry 
specifically. Tax and trade policy need to be reviewed and 
reassessed. Our educational system desparately needs to be 
strengthened if we are to correct the deficiencies in our technical 
work force. The vast number of laws, regulations, and requirements 
imposed on the defense industry often discourage the modernization 
so obviously needed. Frequent revision and fluctuating budget 
levels inhibit the long term planning needed to achieve that 
modernization. Industry, for its part, in the face of 
unprecedented challenges from overseas competition, must 
acknowledge that a short-term outlook is self-defeating and that 
quality is the key to success. 

Certainly the government must play an active role in 
minimizing foreign dependencies and promoting the US industrial 
base. In general, the government needs to pursue policies that 
foster innovation and competitiveness in industry. The Defense 
Production Act and the amendments of it that we are discussing 
today are, I believe, helpful in this regard. 
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I would also argue that among the most critical contributions 
the government makes is support of the science and technology base 
(S&T base) • And during a period of retrenchment in defense, the 
S&T base requires special attention. If procurements of current 
systeiBS are shelved or significantly slowed, and systems now in 
varying stages of advanced development are curtailed, then ve must 
pursue, mature and make ready new technology for use when nev 
superior weapon system capabilities are required. 

The requirement is two-fold: supporting the S&T base with 
adequate resources, and focusing the efforts of the S&T base 
program. The resource problem is particularly critical because the 
DoD S&T base program has not fared well over the past two decades. 
Since the mid 1960s, DoD funding for basic research and exploratory 
development programs has declined about 40 percent measured in 
constant dollars. Faulty personnel policies have discouraged 
talented scientists and engineers from entering and staying in the 
government R&D cosununity. Facilities are aging. Lack of 
farsighted leadership, difficulty in transitioning laboratory 
technology to the field, micromanagement of the S&T base program by 
those outside the laboratories, and the lack of appropriate 
incentives for industry to pursue an aggressive independent 
research and development (IR&D) program all frustrate and delay 
needed innovation. 

We need to play a game of catch up at precisely the time that 
the S&T base program will be conqpeting with other high priority 
defense programs for increasingly scarce dollars. I believe there 
is a compelling case that first claiiBS on part of the so-called 
"peace dividend" belong to the development of new technology. 

This emphasis will not only pay big dividends for the defense 
industrial base, but will help pump prime the private sector as 
well. A substantial list of advanced technologies in wide use 
today was explored and developed by the Department of Defense- 
computers, jet engines, lasers, infrared technologies, to name just 
a few. There is a natural diffusion to the private sector of 
technology developed by the military. The military contracts much 
of its research to universities and private laboratories. It 
indirectly provides funds (though arguably insufficient) to private 
industry to pursue independent research and development. 
Utilization of these new technologies is not restricted to the 
military. 

Further, recent legislation provides ample authority to 
encourage even greater technology transfer from federal 
laboratories to the private sector. Small businesses and 
universities have the right to patents for technology developed 
with government funds. Conqpanies can obtain rights to inventions 
resulting from Cooperative Research and Development Agreements with 
federal labs. Federal employees can get fifteen percent of the 
royalties generated by the licensing of their patented inventions; 
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DoD permits inventors twenty percent of the royalties. Everyone— 
labs, businesses, government scientists and engineers— it seems to 
me, has the authority needed and the right incentives to promote 
this kind of technology transfer. 

Of course, there is always room for improvement. Only five 
percent of government patents are developed into commercial 
products. On this score I would caution some patience, since much 
of the legislation guiding this transfer is fairly recent. I 
believe we should allow these new intitiatives to mature before 
taking additional legislative action. 

I would also mildly caution against shifting the focus of 
laboratories too far toward innovation for direct commercial 
application. One of the criticisms of private industry is that its 
short term focus discourages risk to the extent of impeding 
significant innovations. Industry IR&D forced to produce a 
commercially viable product in three to five years is necessarily 
short-sighted . 

Risk of failure in IR&D projects must be accepted, but that 
risk points to the difficulty, at the level of basic research and 
exploratory development, of picking winners and losers. No one can 
be sure where the next breakthrough will come, which avenues of 
exploration will pan out and which will fizzle. 

These factors offer a fairly natural division of labor between 
the laboratories and industry. Federal laboratories are not as 
constrained by near term pressures. They can afford to look at 
longer term and higher risk technologies. If the laboratories can 
mature a technology to the point where industry is persuaded to 
pick it up, pursue it further, and produce new high technology 
products, everyone benefits. Without suggesting that we can ignore 
the government disincentives that lead to industry's lamentable 
short-term focus, federal laboratories might be able to offset some 
of that shortsightedness. 

Focusing the R&D effort — deciding where the money goes — is the 
other significant challenge for the government. This is another 
part of the problem of picking winners and losers. Figuring out 
which technology is critical and which isn't is inherently 
difficult. When government decides, the difficulties are 
compounded by political as well as technical considerations. I 
recommend a broader perspective by focusing instead on critical 
capabilities or critical sectors. This context, I believe, might 
provide the most meaningful long-term framework in which to try to 
define critical technologies. 

We might as a nation, for example, determine that we want to 
achieve preeminence or maintain it in any number of critical 
capabilities or sectors: microelectronics, hypersonics, photonics, 
software, biotechnology, manned exploration of the solar system. 
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single-stage-to-orbit, and a supersonic transport all come to mind. 
Achieving these (or other) goals will provide the US vith the 
capabilities it needs to stay at the forefront of advanced 
technology and will help restore US competitiveness. The process 
of achieving then will serve to energize the technical community. 
Such broad based goals would provide impetus and direction for both 
federal labs and other R&D centers, and would drive a whole range 
of enabling technologies — materials, propulsion, coiqputing, 
manufacturing, and so on. Such a focus provides local managers 
vital flexibility. At the same time, these high profile 
pathfinders have the added benefit of capturing the imagination of 
the public, industry, and our allies; generating interest in the 
sciences; and encouraging talented people to enter technical 
fields. 

As we address the revitalization of the industrial and 
technology bases, we must focus carefully on the important problem 
of foreign dependency for materials, industrial resources, and 
technologies critical to our defense effort. 

The first step in addressing foreign dependency has to be to 
define the extent of the problem. There is no system in place 
today to track the source of the resources critical to our weapons 
systems. A systematic approach to determining the real situation 
is needed badly. I believe that one approach with such promise is 
already being explored. 

The fiscal year 1989 defense authorization bill required that 
each service analyze at least one program to determine the 
availability of materials and industrial resources required for 
development, manufacture, operation and maintenance of that system. 
I understand these tests are on track. In practice, the 
responsibility for tracking the source of critical materials and 
components falls on the program manager. Computerized data bases 
permit acquisition managers to track many of the details of a 
program and I don*t see any reason that the system could not track 
one more critical detail, the source of components and materials, 
with reasonable precision. By placing the responsibility with the 
program manager, the necessary raw data could be accumulated fairly 
quickly. 

The analysis of this raw data will be a complex task and would 
probably have to be undertaken centrally in the Department of 
Defense. Ideally, the US would be completely independent from 
foreign sources for all militarily significant materials and 
resources, because domestic sources are inherently more secure. 
Unfortunately, that solution is impractical and prohibitively 
expensive. To determine the really critical dependencies, however, 
a number of factors must be considered. The vulnerability of the 
nation's economy and the defense industry to an interruption of 
supply is one important consideration. There are a number of ways 
to mitigate the dangers of dependency, such as stockpiling. The 
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political stability and reliability of the source is another 
iiiportant factor. The US relies on allies for its security, and we 
have good reason to believe that many of those sources are 
reasonably secure. Whether the source can be protected even in an 
eaergency nust also be considered. The US has long been dependent 
on overseas resources — oil and platinum group metals, for example— 
and the nation has taken appropriate steps to assure continued 
availability of those resources even when challenged. Such 
considerations will permit a focused and discriminate application 
of some of the amendments under discussion today. 

There are no panaceas in solving either the broad problem of 
rejuvenating the US industrial and technology base or the s|iecif ic 
one of foreign dependencies. But in the larger context, the 
Defense Production Act plays a very useful role and I strongly 
support its extension. The Act already provides authority for the 
President to expand or expedite production of critical materials 
and defense related products through prioritizing defense orders, 
loans, grants, loaii guarantees and purchase agreements, as well as 
a range of other information gathering and coordination powers. 
All of these are important. 

Furthermore, I believe that the specific changes proposed in 
the DPA Amendments of 1989 are for the most part quite helpful. 
Generally, the amendments strike the right balance by providing the 
executive agencies with the authority to act without specifying 
detailed implementation. The difficulty of determining critical 
technologies remains, but assurance of a domestic source in these 
cases m«Uces these amendments very important. 

Nor do these amendments impose prohibitively expensive and 
ultimately unworkable requirements on the Department of Defense in 
terms, of where and how the Department must buy its goods and 
services. By avoiding these extremes, this measure is superior to 
some recently proposed alternatives that have a distinct 
protectionist flavor. 

In terms of the specific provisions of this act, I would offer 
the following observations: 

SeotioB 111 provides a useful expansion of Title III 
authorities by permitting, at the discretion of the executive 
agency, the use of loans, grants, loan guarantees, and purchase 
agreements to promote industrial resources and technology key to 
defense. 

Section 114 requires a report on offset agreements of over $5 
million. A reporting requirement achieves the right emphasis, by 
expressing congressional concern and permitting the scope of the 
problem to be tracked, while avoiding the more draconian solutions 
proposed in the past. I do not have a good idea of the 
"bookkeeping" implications of the $5 million threshold, but 



Digitized by 



Google 



108 



intuitively feel that it should be somevhate higher. 

SeotioB 125, authorizing the creation of sanctioned industry 
consortia, promotes what I believe is a good idea, miile SEMATECH 
has its critics, I believe it holds great promise. Other 
technology areas night benefit froa this approach, including 
superconductivity, hypersonic propulsion, photonics, and possibly 
even sensor fusion (with broad applications, such as air traffic 
control, space surveillance, and tactical aissiles) . 

section 201 creates an Industrial Capabilities Committee, a 
proposal similar to one offered by the Air Force Association study 
"Lifeline in Danger". AFA proposed creation of a special "Packard" 
type commission to set goals and chart a course for industrial 
recovery. That approach has the advantages of prestige and high 
visibility, while the approach in this section has the advantage of 
longevity. 

Section 203 reflects another AFA recommendation, the need to 
exercise and assess the ability of the industrial base to respond 
to defense emergencies. 

Section 211, prescribing an acquisition policy that encourages 
modernization and Seotion 213, permitting the executive agency to 
restrict particular competitions to assure at least one domestic 
source for a critical technology are both appropriate provisicms. 
Section 212, however, seems to me to be too specific in terms of 
prescribing how acquisition managers may go about implementing a 
policy to encourage industrial modernization. Managers will do a 
better job if they have flexibility to adapt to varying conditions. 

The problems we face in revitalizing our industrial base and 
nurturing the human and technical resources critical to our 
national security are real, massive, and urgent. The Committee has 
done a commendable job in preparing this legislation. It is a step 
in the right direction. I would be pleased to work with the 
Committee as it grapples with the very tough broader related issues 
in the future. 
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THE FUTURE AT RISK: 

The State of the IIS Science 
and Technology Program 
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Introduction 



Th« health and vitality of the nation's science and 
technology tMwe Is critical to Its national security. Clear signs 
of serious trouble In the US S&T t>ase program ifvcreasingly 
suggest that the nation had better pay attention— soon. 
Aocofdhig to former Air Foree Systsims Command Conv 
mander Oen. Robert T. Marsh, "In earlier years, as we 
embarked on the design of a new capabWty, there seemed to 
be plenty of technology on the shelf. To constnjct a winning 
capabHty. we established icey success crterta. and the chai- 
lange was to make ooet-effectlve choices between competing 
technical approaches. In nwst cases, we were not technoP 
ogylmked. Now we must precede our systems efforts with 
a prolonged technotogymaturatkm phase. Whether we call 



tt *pre-FSED' (full scale engineering development), or *r1sk 
reouction'. or 'demonstration-valklanon,' or just plain technol- 
ogy maturation, the purpose Is the same-4o mature the key 
technotogles to a point where we have sufUdent oonfWence 
to proceed with a rsasoniMy kMT risk full scale devetopmsnt 
program. It dMnl use to be that way.' 

The goal of the defMse 8&T program Is basic: to 
systematically klentlfy and exploit technoiogteal advances 
that can more effectively provldeforthe defense of the nation. 
There are tbnes In which advances In key sciences and 
technotogles come together In ways that radically changes 
the art of warfare. For example, the development of solM 
rocket fuel. Inertlal guMance. and thefmonudear wartteads 
iedtothecorrssponding development of Intercontinental- and 
submarine launched- balHstto missiles (ICBMs and SLBMs)— 
a powerful new military capability. History Is rspiete with 
examples of the dramatic, sometimes decisive. Impact of new 
leohnotogy on the batUef Md. ranging from the Introductkm of 
the tongbow at Cr^ecy to the Stinger in tie mountains of 
Afghanistan. A new generation of technotogiss Indudbio 
Stealth, hlgh-temperatwe superconductors, very-high-speed 
integrated drouls. and fiber-optics— some barely a gleam In 
the technologlBts' eye a decade ago— offer trsmsndous op- 
portunity for gieaUy enhanced mWtary capability In the not- 
too-dtetant future. 

Other advances have permMed evohJitonary but equaly 
significant Improvements In the capabWtles of the armed 
forces. F6r example, the F-16. introduced in 1979. rsqubee 
70 percent fewer maintenance man-hours per Hying hour and 
breaks down 28 percent lees than the 1960s vintage F-4. The 
F-ISenglne (the F100-PW-220)requiwe ten t ime s fewer hot 
section overhaulsthantheF-4Eengine(lheJ79). Advaooee 
in turbine and materials technologies made Iheee Improve- 



itspoeaMe. Without them, the the vastly bn 
ness oTthetacttoai air forces during the 1960s cbuM not have 



The trends, unfortunately, are abnoat unlversaly nega- 
tive. Fundhg for basic rssearc ti and exptoratory devetep- 
manl has dsdned dramatksaly since the early 1980s. Air 
Fbfoe Wboralorioa are aging and equipment needs upgrad- 
big. 88>T personnel are underpaM. Transitioning laboralory 
technology to operational syalems can beaalow. painful, and 
expensive proceaa. flie Pentagon and C o n g w as e n gage In 
dlsnipUve micromanagefflani of 88>T programa. The 88>T 
base program has notTiad the benefit of strong leadaraMp or 
advocacy for a decade, and no tong-temn vlaton has guWsd 
theS&TefforL AaaoQnaaquenae.oviarlliepaittantolwenly 
years, the US lead over the USSR In many mMarytaohnolo- 



glee la fadkig and. equaly dtaturUng. the US taohnolomf lead 
oomparedtotrlendly nallons hasdhnlnlsheddromHl qa^r. Al - 
rsacqf, tt)e stock of mature tachrMlogles available for Incorpo* 
ration in mifcailly superior systems appe ar s to be dhwinlshed. 
Reveiaing tt)e trends and oonecting daflolanclaa In the 
S&T program wli not be easy. Unlaas oomdive maasurss 
are pursued, however, the US wil be Isaa iMeto oflaal SovM 
nurnerlcai advantMes, avokftechndogloal smprlse, 
state-of-the-art weapons at affordaneobat. and 
productivity. US security wUlnevtabiy suffer as a rssutt. 

Signs of Trouble 

Judging the abHty of the US teohnoloay base program 
to achieve Its goals Is not an easy exercise. Ti ai devwence Is 
dNflcutt to formulate because of the laok of dearcut methods 
of evaluating the potential beneflls of basic rseearch or 
' The beneHa of any partlouiar 



pra|act are long term* the risks oomparallvaly gieal, 1 
pCMMHtyoffaihiresubatanliaL The Convnanderof Air Force 
Systems Command. Qen. Bernard P. Randolph, when rs- 
oentiy asked the queatiofi of how to •ysjuala Ihe tJChnojojy 
t>ase progranv cud the modem weapons In the US aiasnal 
as evidanoe of the succassss of past, Noonedoublathepast 

assessing the health of the technology program today. 
A number of trends and figuffsa reveal dMuftobig algnSi 



Thus the US Is na^na the beneflls of wise S&T 
investments made In the past But the opportunities afforded 
by new technologies wni be forfeit K adverse trends in the S&T 
base continue. No one knows for sure where the next 
breakthroughs wHi occur. The Inherent uncertainties in rs- 
search and devetopment are grsaL But clearly, without 
adequate attention, the capacity of the S&Tbase program to 
provide essential Incremental improvements andtechiMlogl- 
oal' breakthroughs will dedne slgnMcanlly. 



seems to ooms out shocL Tlie Soviet' Unbn. by DoO 
eetimaiee, spent in emees of 880 kMon nwa than the US on 
mHitary rseearch, development teat and evakialloii (nDT8^ 
from 197010 1985. The SovMa hoM also announoeda^ 
p er ce n t incieaae in fundhig to support fundamanlaliaaaaich 
In 1989.W 

The US speiKls a lower parpeniage of Ms groaa national 
product on rseearch and deveiopnisnt than the USSR and 
Japan andthesamsparDentageasWsatOermany. USRAO 
hjnding has incrsased at a akiwer rato than In Japan, France, 
Weat Germany, and the Unled Kingdom over the past 15 
years. From1970to1988.forexampls.overalU8R80gww 
alMut three percent par year, whie the Japaneee annual 
growth rato was 7.4 percent and West Qerman]^ 4.1 par* 
oem." (8eeohartst.and2onihetalowlnBpaga4 
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U.S. vs. Soviet Military Research 
DeveJopmerrt, Test & Evaluation 
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R&D Expenditjres in Selected Countries 

(As • pMOonl of o^'OM iMdiofMri producQ 
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CHARTS 



R»tallv» U.8JU.8.aR. Standing In 
Basic Tachnotogy Araaa 
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_ Jt SoitnoM (Hurwn Fsdora, 
Bto-Tachnotogy) 



MMwWi (Lt Wt Hjgh Sirangtfi. 
Hl0h TtnipM Blurt) 
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)US.potUana mM Ht i i iaam pm9dtoSo»imUnlanHtm k t nt a w i m 



U.8AI3^R. Tachnotogy Laval ki 
Dapioyad MlWafy Oyatania 




(Mm Altar "MBy 



A raoent Dsf ansa Sdanoe Board ttudy ahowa tha US 
auparlorto tha Soviata In 1 5 of 20 baaic tachnotogy aiaaa and 
aquallnflva. Hovvavar, tha US poaWon Is datartoraUno In 
aight of tha aiaaa in which tt holda an advantaga and In thraa 
In which tt to aquaL Out of a tat of 31 dapioyad mUtary 
ayatama, tha US to aupartor in 15, aqual in 10. and Martor In 
aoL Tha Soviat Union to gaining ground in fVlaafl of thaaa 
ayataniB, tha US in only ona. (Saa chart 3.) 



kiHia 
kitha 



CIS 9Mfa of ^Na^pn MHRaiy ato 

Hw US ahaia hat daclnad iram wn 
aariy 1970a to toaa than a quartar una vaiy 
US. foiaign mMary aatoa ara aubfad to Manaa poUoal piaa- 
auiaa. but thay can ba uaad aa a boromalar of tha haalh of 
USS&TbaMlnaoouptoofways. ThaUSdadkialntliaaa 
aatoa Mtertaainpart a toaa of oompaHlMnaaa In wal- 
aatabltohad inndafato" tochnology ayatoini, poaaMy diia to 
nanamon v> rnanwacninng ncnnoiogy vmi anws aracMi 
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production Of such nwturttystwra. FurtlwnnorB.ttwMlaor 
nntfuro tytliMra ortotto ttw dtvvloprmnt cotu of thOM tys- 
IMW, roduoM unit cotu, and provWM Induttiy « pram imr- 
gln ttwt allawt furttwr R&D InvMtmsnt in n«xt-g»n«mion 



CHAirrs 

THE HIQH-TECH TRADE BALANCE 



Tlw dMibw of US domlnanos In tKhndogy It dMriy 
WuiU rtcd In patent trondt. AgrMrl*randgi««torp*i09ntao« 
of US pmnli aro being amrafdad to rotWwits of foroign 
oounlrtM. Tlwtrondlsth«Mnwlnp«t»ntappllcitlons. (Sm 
• ^.) 

eiUIIT4 

Percentage of Patents 
to U.S. Citizens & Foreigners 



(InMtont) .5 





product hIglHtchnology wsapon tystonw. The isige and 
vwytMMUSS&TconvnunlyhMnotdlMppMnd. Th*ro 
•TO no tmoMngguns to convict DoD and cIvnnS&T iMdMB 
of Mling tho iJS technical odgo. Nothing shows twyond s 
shwJow of doubt thai Iho US WW bs tadng « crWs over tho 



Tha batenca of trade in high tachnotogy manufacturod 
lams, once strongly favorabia to the US, Is now strongly 
negative. (See chart 5.) 



s of the US industrial chief executive officers 
rocenlly poOad said they beleve that the US Is loalng ground 
tolteoompetitorsinroseaiGhanddevelopmanL Whiemoet 
beleve that the US Is the worlifs current RAD teader. meet 
aisobelavethalthe US WW no longer be the teaderby the year 
2000. The peroepdon of lost US technical teadarsh^ Is even 
moro pronounced among sctenttate.*^ 



Nevertheless, the time haa come to attend very care- 
fuly to the US science and technology base. A number of 
factors oonMne to make StT base o oncems partlcutarly 
acute today and to demand immediate action. 

Fbst, pnMami In the 8&T baae wW compound over 
time. SertouedWIculieswl not develop qulddy or unambigu- 
ously. As the stor ehouse of PMple, skli s. fadM tea, and 
knowledge was twit slowly, so It WW dsgradaalowly. But once 
tlwy aie degraded, the rabulUbn prooeas wM also be slow, 
palnfid, expensive, and urwven. Catohing up wfth dsteriiirwd 
compeHofS Is dMksul. Soorwr or laler, 8&T probtems must 



Mwy S&T teadan have a iMat of the pante- toeing 
ttwt the l^ -technotogy sher Is not as fm as I haa been m 
ttWMsL The US can no tonger inventory current tec hn otogy 
and put together a supertor weapon system. Nowrsachal- 
langa. (See Appendix 1.) 



Why NOW? 

eacn 01 meae irKBcaiois 
base Is not as robust as I has 
equaly ctear that the US stM 



suggeste ttwt the US S&T 
beenorshouMbe. Butlls 
possesaea a potent sbWly to 



development s pendkw wW be partlouiarly Intenae. The US 
dalsrwe budbst Is dscnilrig, aiMit Is Mwly to ooiittnua to do ao 
torthe next several years. iharowW be strong proaauro to out 
all spandtog aocounis, InjI protecting S&T b a s e fundbig Is 
Mwly to be espedaly dHoui. Dslendng baste leeeaioh and 
SKpioiatory develop m an t programs during iiiidiilght bmfast 
outs" at DoD is s a d ra owirwriy tough baoauaeihe bewai ls 
dsftesd from tneae MflvMea aro very hara to 9Mtetfy. Tras 
I wH be oompounded becauae a iwnibar ol I' ' 



profle, very important programs aro roachhw ttwir (very 
expenalve) procufenwnl pnaaaa. In the Air Foroe, theae 
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Indud* ttw C-17. ttt* B-2 borrtwr. and tiM AMRAAM (ttw 
Advanosd Medium-Rang« Air-to-AIr MiMlto). Tlw IncrMsad 
capaMtty provktod by thaaa systarro it oomparatlvaly aaty to 



TtaM budgats atoo maan that ralativaly faw naw ays- 
tarns will bastartadovarthanaxtdacada or so. Thannnay 
to do so simply will not ba avallabla. That in turn maans that 
currant systama, In ordar to ratain thair auparlorlty ovar 
advarsary systams wKh graatty incraasad cifMbliltias, wli 
havatoba improvad intanrn of rtiiabaity, maintainability, and 
aupportaMHy. and naw capabiiltias wfll hava to ba Incorpo- 
ralad aathay bacoma avallabla. This tachnology Insartion will 
raquira anpia R&D funding. 

But avan mora importantly, tha currant gananttlon of 
waapon systams wl ba waaring out and approaching 
obaoiaacancabythatumofthacantury. R&O funding today 
and ovar tha naxt dacada wHI hava to ba suffidant to aupport 
tha davaiopmant of tha naxtganaration of systams. Without 
k. tha nawtachnoiogias on which thoaa systems will ba basad 
will not ba matura. Tha US win hava to contlnua to raly on 
oWar, inhaiantly lass capabia systams. 

Tha budgat prassuras could also ba axaoattwlad by an 
lll-f oundad optimism paitaining to tha paroaption of tha thraat 
amanatingfromthaSoviat Union. Somabaliavathatchangas 
in Sovlat domastic politics mitigata tha sarlous military thraat 
tha US f aoad a faw yaars ago. Tha Soviat Union, howavar. 
ramalns a formidabia. vary wall aqulppad miHtaiy advarsary. 
Thars is. as yat. only Prasldant QortMchaVs word that tha 
siza of tha Sovlat military wiH ba raducad and tts oparationai 
pradicas and dapioymant changad to ba unambiguously 



Evan V davaiopmants prova his words tnia. a mora 
affidant. tachnicaily advanoadSoviat Union wHI ba capabia of 



producing avan mors aophiatlcated harAMva. IndaadL a 
Houaa Armad Sarvloaa ConvnMaa atudy raoanlhf oonoludad 
that tha Soviat mllUtfy^ approval d paraatrokalabMadon 
tha baliaf that I wW uftlnwialy banafll froinlha giMlar abWy 
to produoa advarwad waapon ayatams. Tha and laault oi 
Soiviat raform may ba almply to anhanoa tha aigrMcMoa ol 

Tha Roots of tha Problam 

Tha Indicators abova auggaat that tha US ia alppkig In 
thaintamatlonaltachnoiogical oornpattlo a. ThaaiiM,moat 
sartslMa tima to attand to tha prooiams and ttwlr cauaaa is 
now. Tha flrM step toward solutions is idanUtying cauaaa. 

ThadacflnainthaUSSATpragramatafnafrommanNold 
and Intanaiatad davaiopmanti. An axamlnattMi oi tiwaa 
tends ¥wlght to tha aaaaition that US SA T laad ai ahUp Is I n 
Jaopardy, and suggaste, in bioad atroka, atepa to raaiaart 
that toadanhlp. 

Tha lova of monay may ba tha root of aN avi. but wtaahr 
spant in ampte amounte. monay can do afalr amount of good, 
too. InFtacalYaarloes.DoD'stachnotogybaaawaBlUndad 
atibout$5.7bHton(inconatantFY'88doiiara). ^IQSeihat 
hadfaitentoibout$3.4bl»on-Hi40paroantdaeilna. Baaio 
raaaarch dippad from $1.2 billon to about $700 mWon in 
1975. and has ainoa modoatly raoovarad to about $000 
mUion. Exploralory davaiopmant dacNfted from $4>6 bMten 
and haa baan ibout tevai at $2.5 bNton slnoa tha mid-IOTOs. 

Th aaa flgu nss b oda B for tha futura. te alo laaaanh 
fundhg is crUcal In advafKsing gananri knowtodga, fbf lacnMng 
and training naw sctentiste, and ganar a ti n g knowtodlga wth 
practical application. A 25 paroant dadlna in basic laaaaioh 
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n onhf hbKtor ttw iffoft to ttsy ihMd 
s. UmwIm, givwi ttM ttanMcMot of • 
N« in dMwnMno potonM ipploallont ol iMBlc 
iMMRh. a dMim ol mom twn 40 poioMt oouM bo dtaMlreuB 
terthodtylopmo n toflhonoKtgonftionol w o a po fi i, (Soo 
olMfli6and7.) _.i_ 1, 

Atr Fdioo iMhnolOQy boto fundbia oImmm s tinnilv 
pMMn. poMng in tho I960t. dMMngln tho 1970o. and 
holdl noibou tovnintho 19eq^ ButovnthoAlrFwDo.tho 
flwot tiohnoloQy-^flonlod ooivloo, dooo not moit ito own 
flMtod oooii for imiinolOQy boto tpondbM. Tho Air Fdioo 
goal for 8&T bOM program fUndbiQ it Mm porooni of ito toM 
o MI pa ilon al auitwrty. InihoFY'WbudBtl.llMlflgiifaviripba 
about ono and a half poioont. (Soo charts 6 and 9.) 

Soma in tho S&T oommunly, howovor, ouggoot that 
tha tich n ology bato it only maiglnaly undarfundad. Thay 
aigua thai ouch undarfundbig la InovlMbIa ainoo a haaRhy 
iMhnology baaa wW aimrayB ganarola moro idaatthan can bo 
•doquaMy lUndad. Othars notad that owonril RAO funding 
hat gono up in tho 1960o. and that fnquontly programs 
dMMlod ai advanoad davoiopmant (budgot calogory e.3a) 
oonMbuiatlgnNleanttyto progrtss in baoic adanoa and naw 
tac hnoiogy. tha Notional Aaro opaoa Plana ( N AS^program . 
foroKompIo^ aril provida naw undorslandbigo of aorodynomlci, 
malaflaio. and fluid flows. Tha S tratagte D sf anso initlatlvo 
InnoMiiM Sdsnoa and Tschnology program is anolhar axanpla 
ol a 6.3a program thai, mora aocuratoly dsacrkad, daariy 
Inckidss somo basic rasaarch (budgot catagory 6.1) and 
O Kp iot a toiy davoiopmant (budgot catagory 6.2). Gotflng a 
handto on tho truo magnltuda of 6.1 and 6.2 spanding is not 
alalaasy. 

Bacauso of thasa dHficuities. axparts in tha flaid fre- 
quantiy ara rsducad to aatlmating adaquacy of fundbtg basad 



Raaaafchanddavaiopmsntpragramsaraoomnioniy 
n t§ tT^ to by budbot oalsgory. Thaaa caloooflaa 



O 0.1, rasaiich In basic and tpplad odanooi, 

O 6.2, iKpioiatery di¥slop m a n t ol tfia pr > B M oa l 
of ttitl banc rasas 



O 6.3ai for txiMbig pnXoiypos to dslormino tho 
faasMfty a puvounw application^ 

□ 6.3b, advanoad davslop m sn t basad on sys- 



□ 6.4. onglnooring davslop m sn t of syatams in 
procummsnt; 

□ 6.5.mBnagamsrtandsu|)poitaolivlyfbrRftdL 

Tha tschnoiogybasa programs consist of 6.1 and 6.2 
programs according to tho dsfinWon of tho OHluo ol 
tho Sacrstary of Dsfonso. Tho tochnology basa 
programs plus 6.3a msica up ttia sdarxsa and Isclinol* 



ogy programs, 
ffoquantly usad 



usad inlarohangaably. 



onafaalforwhatwasanoughlnlhagoodoiddaya." Vtha 
1 960s wara tha igood dddays.' that maasura indiulsa that 
tha US tochnology basa is undaifundsd. 
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tmnouK f ranMDOfi ifoni iiwiwwy wo rwmM 

Tlw iMhnology bsM it only ofw aapMt of the bro«dw 
ttTpidui*. Tlw tramUonlno of labornofy ttohnology to 
opomllOMl iytlwm it « problwn aroa tM hat anraclad a 
gratt daal of attanUon in Iha racant pasL 

RtO. In tha vtow Of many aKporlt. oomprlaaa a ^taam- 
Ita a wwb" ali KeWng from iMtlc laaaarch and axptoralory 
dwtlopmani to a llnlthad product. Thaaaprogramtprovlda 
Iha Innowaiont for naw advanoad davakipmant and anQl- 
naaftnp dwtlopmani (iMJdBat cataQOfy 6.4) pragramt, whioh 
bi mm pwH da Irwaju abla teadback to naw Idaat tar iMtlc 
n and axpio f ai o cy dav ato pmant. WlttwutanouQh6.3a 



ti ftwar prolotypaa, Itohnology damontlralorii and 
aradavalopad. That laauin In a t loiaar t ac h noloqy 
' back to tha 6.1 and 6.2 aooounlt. and tha S&T 
aytlamgala'phiggadup." If anyonaaapaotofthaR&Owib 
it not fimollonlno wal, than tha whola tyalam faHt to function 
woL 

Qoiyit total adanoa and tac h notooy bata fUndbio in* 
Ml aitddri madcaMy thro ughout tha mid- to lala-l9eot. Tha 
kicroaaawaaoonoantratod in advanoad tachnologydtvalop- 
mtntt but In tplto of ttUt iiwraata, tranaHlonlnQ tachnolOQy 
lamalna a aartoua praWam. 

Part ol thlt raauitt from tha fact that tha 6.3a_fundlng 
inoMMaaa want almoat axdutivaly to tha r ' 



(SDI). SDI Rap qirrtaa tha proml taolaoma vary 
Moh pay offa. Soma 801 offioat, at notad, axpkxa taehnoi* 
agy wth apploaltont broadar than MoMrino up baNttlo mit- 
altalnllgM. It it aho an axampla of tig adanoa." a high- 



proHa program thai raqulrat tha davoHon of Immanta ra- 
aouroaa. "PathUndaia" or t>n adanoa* can t>a utad at a 
maant of anatg telngtha S&Taffort attracting hjghqMjitty 
paraonnal to tha adanoa and anglnaafing fMdti aooompHth* 
ng kaygoalt, and attracting monay to improva S&T tadttita. 
HovMvar, thay alto can h^|ad an bnbalanoa In tha S&T 
program by taking fundbig away from amallar, lowarprafia 
prog ramt that oouW alto offar graat banafltt. S&T bata 
fundhg haaadualy dacHnad throughout vhtualy all ol tha 
Raagan AdMnMrallon wfian SDI It fadorod out of ttw 
aquation. (SaaoharttlOandll.) 

^ Along w ith SDI. thara ara a numbar of o ftar Ipa thllnd- 
ara," wrttlch In combination, abaofb a alzabla paroantaga of 
DoD and ovaran R&O fundt. Thaaa hduda tha Natenal 
Aarotpaoa Plana ($3J WMon), tha teaoa SItfkm (|16 bl- 
lon), tha Suparoonducling Supar GoMdar ((4-e blllon). and 
ttw davalopmtntol hlgh4amparatura lupaiconductora ($1 SO 
mMon ovar throa yaart). AddMonal fundbig in tha 8&T 
aooountt oould alow tu p po r t for thaaa programt wttwut 
ahoitehanging tmaliar raaaaioh and davalopmtnt programt. 
An immtnia ammount of ttttnUon hat baan foouaad 
racanily on tfia twoadar raatont for tfia Ulfiuuiliat In moving 
hrtwratofyttchnotogy Into tha fitid- Anyafforttoduplcfllaiha 
axhauttiva aCfortt d tha racant pait It tar bayond tha tcopa 
d thlt papar. but a tummary Itt ol oautaa wouW induda: 



Thia takaa^tavacal formt, Indudbw o w a f ipaoffh?aHftn 
and ttw axManoa d too many managamant layara wfth too 



duirrio 
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many decision points. Tho 1 986 Qoidwstor-Nichols Act and 
Intomal reforms havo removed some of the iayeis. and efforts 
have been (and are being) made to reduce ovec ip eclfication. 

mwmtntlnCflngrwg 

The Congress reviews the Pentagon budget propoeais 
Ine item by line Item, program element by program element, 
and makes Iterally hundreds of specific changes each year. 
Many programs are reviewed exhaustively by two, three, or 
more committees. Budgets are stlD approved annuaHy, so 
each program gets these congressional ocrubbings every 
year. This micromenagement results In InatabUKy in program 
fundbig and prevents Intelligent long^erm planrUng. 

Efforts to promote two-year budgeting have so far 
floundered in congressional turf battles. Efforts have also 
been nttde, espedally in the Senate, to get Congress out of 
the "nltpiddng' mode, so far with limited aucoees. 

In Program 



The Inordburle length of time required to develop sys- 
tems is both a measure of the difficuKy of truwitioning 
technology and a contrtHilor to the dmicuify. As Soviet and 
adversary capat>lilies improve, requirements change. Those 
changes are rvfleded in changing program spec Vic ations. 



The problem can t)e complicated l>y poor o 
tlons between system speratt ore and the RAO community. 



Operatore tend to iooit at miltary needs in the very near temv 
whie R&Oere look yeais down the road. Theopenioieihua 
often dont itnow what new technologiee potennly oouW do 
formem. i ne mm roioe aggressively aueii|jieo id meei vw 
problem by involving the using oommanda In ayatem devetof^ 
mant and getting the rsqubementa office In Syetams Com- 
mand and the laboratory commurtlty togslher to enhance 
dialogue tMtween the two. 

FlultyRft PFOMt 

ProdbwUM/i lelablMy, malntalnabllfy, andooatoonlrol 
have often been underemphaalzed In the R&O prooaaa In the 
past. Many would argue uiallheaeimpoftanl program goals 
stM dont gel enough attention. Program managers tre> 
quently do iMit complain about a lack of basic tschnologlsa but 
rattier a lack of technology maturity that permRsreNabM^ and 
produdbUKy to be effeoUveiy inoorporalad Mo syatems il 



The bottom line Is ttwl a tot of money is WMled In 
advanced development (aa wel aa baate waa a wh end ex- 
ptonflorydev etopwewp becMaebweaucracylsaubaltoled 
for good management lntoomanypfogramB,1haiwarsMH 
too m any layeii of too many people who can aay no H too 
many points in a program. Budgatfng is anrMial. gMng each 
nayaayermanyoppoitunWeetoaaynay. IMs dta|olnlad ap- 
proach rseults In program slape and starts and rMearch and 
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MiolnMflno tMnw braktn ipwt tnd putod loQtltMr aQain, CMI StnrtM wnptoyvM hsv# not iwtlvtd s dMtnl 

"^ "'i iMoiffOM. Rmoursm oouid to uMd nmv ralM tar otpM yMVSi ind low poy is HMUno to hurt. Mom 

oolarioo tor yovuniiioiil t#wrtitftry wwfitrt h $14,000 Imo 

In port taoouio of tfontftion dMhsuUiO (ond In port thon non govommont Iota. (Ctwrt 13 noxt pooo.) TMt poy 

taoouoo ol Iho Mphor ooolo ol new oyotomo tar raooono dtaporily mi oonMbulod to o ooitouo pratown ratoMnQ 

iMgo^lndopondonlafoclMnooddovolopfnonlprablofnit^iO. onplnoofo. EnQbioofraloollonlsncwoobMooorwoiooltion 

nwohMBhorttMMtonvlraranonlBlhfltlnipooonioioitrinoonl AtrFoicoplMiotonlion. 

nMnHmoRi^ QOMnv 

^ _ ., ^ . . . . hot toon oopjpod H j^WO por jpoor. \ .^ ^ 

toodtoofc to boilc fo i o o i c h ond oxpl w otocy dowolopinowl'~ oodorpoyt up totwoorthioolhnootholtarlcoy pononnoL 

f oodb o ci c Itwi It fiWcol tn tho noKt jtnt f ol l on ol now Moot. Noritpoyl(oyMtoo)iotplionolpoffonnonoo.Tho51poroont 

ln6.SopfoofOfnipooooooftouotlunBlnQlilockln poyhHoofooonUyfooonvnondodbyltoConvnliolononEx* 

« " *^ " ..-..-.. ... 

12.) 



onwoopontystomtXtoworoyotomtorotolng Rid wiibri^ QOMinnwni odtnoo ond onolnooiInD (BSQ 

1 pnducod todoy. Thot roouHt In wookor poyhottoonQ0ppodol$72,000poryoor.«Mo1top^ ' 



tVino to comet moro gonorol S&T boto praMomi. (Soo ocuMvo. ItgltM^o. ond Judteiol Soloiloo wow ro|oclod by 

I moonoQ loiin} 




OonQiooOi but ffloy otHflf oppravod in tomo nwdModtofny 
nonow ttw poy Qop. Tto dMIcul^ oovomnwil Iota howo 
convothw fot top ooionlllle toioni, howovor, oouW ponM. 
TMt dHflPully it otpodoly tRMMtoomo tlnoo ouoooooM 
InnovoBon floaioni^ dopoifidt on tto tkl ondlnlutlon of o 
comporollvoly foWt voiy Mtonlod IndMduolt.*^ 

At too tomo tkno, kty pofoonnol oio dhfortod fiwn too 



nSATbotoptognvntiOOoounUnQforoboMSOpoioontaftto At too tomo tkno, toy poioonnol oio dhiortod I 

tM.Ttotolundtoflo n dprovfclngonotooiillollnfcto tw oo n tto cmcofttolrdutlot foooomhonddowolopnionl by 

utoto of mlltory lyitomt ond tto f^iU) oommunKy. Tto monit ttol ttwy mo n Hor oonlroolor ponoimonoo o 

dHlouMotoiobotooyniptomolicof undtffundtoQond,lntum, RAO pragromo ond poifomt odmbwlnllvo houool 



dHlouMotoiobotooyniptomolicof undtffundtoQond,lntum, RAO pragromo ond poifomt odmbwlnllvo houootooptoo 

ooitrtoutotottodocflnoofUStoclmicoltuporlortiy. totto po itolning to to oir own RAO pffDQfomt. Tto ovotHgM 

Mony yoon ol moiginol undorfundlnB towo iMuKod In function, ptpoiwoik, ond potty doloytlMWOQrownflMoriytxir- 

^ i^lng ol tto IS tMon Atr Foreo SAT pliyolcol dontomo. Wtol moot t cltnBtt t ond onglnooit wont to do 

00. TNt it on Invottmont ttol noodt to to nur- moot it looooiolt ond onQinoorinQ. OMioulion from ttooo 

tuw odond modo mliod.to fttoolowotol»^-< toHOrtW ooUvMoo dotmdt from pradudMy ond dtocoun«oo nion- 

to oBroct good todwicol poioonnol. Sucfi modomliotion, tlon. 

twwowof. It O Kpo nt l wo onci. wtrflo vHol, rnon monoy tpont In TtotolontdrolnltoompoundodtwttooglngofttoAIr 
tootondoovorconmoonitootpontonoctuolSATpiognunt. roroo tclo n co ond onolnooiino w o rt db ro o . Intto AlrFoiPo 
Tto ImoIc poroonnol prolilom In govommont SAT fooiUot It Iobo,25poroontofttoclvllonworitforaohot25yooiooon^loo 
lolonHon. A nuntoor of fodort, IncHidtog lnodo(|uoto poy, or moro; 40 poroont of tto poroonnol In tto Air Foioo 8AE 
woottMt o d m liil ttio li<>o wq u tomonl t ond popoiwofk, ond oytlomwlwtlroovor tto next docodo. Youngoro n gl n oo fo 
ooMorioolriollonooontrlMJto to tto outflow Of tolonlodoclon- ofoloovtogwhlooldorocionlMtondonginoorowHIooonto 
- jingr - ' 
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CHART ia 



S&E Salary Comparison 




Hnaly.'rvvoMngdooriagWationitaprobler^ Con- 
oam in ConQivss about polantial conflicts of Inlscsst isd to 
panaQS of Isgislation that inhibits frM movwnantbatwMn 
govacmnanl asfvloa and pcfvata industry. Thosa ImUs hava 
tha polantial sida affact of inlibitino oovammant aacvloa 
among taiantad young paopia wtw also want to purtua a 
eafaar In privata indt^y. Foraxampia.onlvthfaaoftha75 
pralaiilonal tdanliali and anginaais in DARPA as of lata 
1966 wara hirad from industry. 

Ropiadng thaaa invaluabia paopia ia not aaty. and 
" - -irrt.tharaisaa 



oouldgattougharintfiafutura. Firit.tliaraisaamaliarpooi 
ol paopia from wtiich to draw rapiaoamants. By1995,ttMra 
wiba 20 paroantfawarl 9-24 yaar-oidtttian today. Compa- 
tMon for ttw t>aat and brightMt of ttiaaa wW ba savaro. 
Saoond. math and odanoaaducation in Iha US is lagging. A 
third of tha dodoratos awardad by US univarsltias m tha 
physical sdanoas and moia than half of thosa awardad in 
anglnaaring go to forsign studants. Tharo is also a sarfous 
shortaga oTqualflad primary and sacondary achool math and 
adanoa taachart. A raoant tfiirtaan nation sunwy indie atat 
that US high achool saniors ranitad vhtualy last in mathamah 
ics (about Iha sama as Thaland and Hungary) and vary low 
hi tha sdanoaa (on avaraga, alavanth out of 1hathirtaan).(* 
Third, S&Tfunding Is Hcaly to ba tight forforsaaaaWa futurt. 



tat* oi^^^fMtttLmitmwhl^ 

Parhapstfia mostfundarnantal managamant 
I tha S&T oommunlly Is a Iwoadhr f 



llBokol 
<, No daar national 
poacy nspsao or gunao ma oai anoTL wnia via oomriw- 
momof tha nawAdministrattontoS&Tfundbig IsatMspoM 
an opan ouaatton, a strong oommHmant to bivast In tha S&T 
kwsa has baan lacking in tha rscant past. 

TMs is aspadaly irnpoitant rer ImmIc laaaaioh and 
e x p lorat o ry davaiopmant. Bacauaa Iha kMnallts wa long> 
ranga, iong4anTU and unoartain, a strong, faraighlad laadaris 
naadad to promola tfia tachnology basa program and protad 
I ayaind tha monatary prssaursa Impo aad bytlgh t budftats 
andtfiadamands of programs wKh mors ImmadhtabOonoiala 
kMnallts. Without this iaadarsh^, DoOnagladsdbadiona to 
add monay to tachnology kwsa prognuns twcauaa Iha DoO 
cangdMMrywIhl. Thaw hwa baan no StT dii w i il i OH W 
tha lad savard yaan^such as fonnsr Sacralafy d Dalsnaa 
Harold Brown and fomiar DIrador d Dafansa Raaaaidi and 
EnginaarlngWHIamPafry wara during IMrtsnuiaa. Nof haa 
raoantOSDIaadarahlppro¥ldadatlsdlMa.lop duwiiguldanoa 
on tachndogy tMsa InvaatmsnL 

Strong laadaiah^ can also amalorala soma d tha 
mora dMicult oommunlcallon and ooordbwHon prot)lams ttwl 
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cut iCfcm ominlmllo n il l n > i. Thwt iw ptfililm t cfW- 
climithrtcooi dhitfflwclttw SftTprogfimtoflh»« tfv^ 
DoO, tnd ottwr dtiMrtfnwilt it IniKtoqiwto ind thit wom- 
iwooiHwnniwiiiii Mi on oi wutiiiion ninow»s» i wioni. 
Sirono osniral iMdMihto oould ovwoonw oonw of thOM 
nnunofMir 



Tlw Mc of fooM H the national to¥«l and In DoD hM 
id ConoiMa io INI wImi K paioalvM at a poHcy 
Thart it a plut tida and a down tida to tMt. 
i of Iha appafini lack ol ttranQ laadanh^, oonQfM- 
aional laadaft iMKWrt aaan a oohacant lonQ*fanga plan In tha 
RIOarana. Congraaahatthuatandadtonicromanaoathlt 
part of ttia iNidBaL 

Ontha plut tida. Congrtaa it puahkiQ DoDtopay mora 
ananHontothaS&Tbaaa. ThaparoopHonthalS&Taooountt 
art undaifundad lad Congraat to add$500 mWon to tha S&T 
budBatlnFyso. Conorttaaltoappfovdanaic p artmantal 
aUva partonnal progrtnii aiono aritti addUonal faloiv- 
for ttohnical aduca ti on, and ttudlta ol how to txtng 
m and mlnofMaa Into adanoa and anQlnaaftno In an 
aBtfflpt to daal with iha 8&T paitonnai pnUiwnt. 

Bacauta DoD iaadarth(p cani daflna Ito rallonaia tar 
tpandbio on criHoal Itchrwioglta, ConQiatt alto raqukad 



t of a CriHoal tachnotogiat plan. DoD moat 

annualy IdanUfy In tha plan Iha moat irnportant tachnologiat 

DoD tpanding on aach, 



waapont davalopmant, 
goait. US tIanSno m 1 



paiid to our aNaa and advaitariat, and a plan for avantual 
dtpioymtnL DoOtUbmnadalttof22criHcaltochnologiat 
toConoM InMaich 19M. 

ina Air Foroa, to Ito ciadR, provldad ttfony, taQadoua 
laadtfaNptorltoS&Taftort through Pro|actF6rteattll(l>FI0. 
"~ •^'^— ^ tachnologiat kay to fiAurt capablltiai and 
wo^ on iiow t 



f to taeut futort rataarch and 
davatopmanL WWta PFII talad to ratult In I n or aa ta d owaraW 
tandtaglortha 8ftT program, IdM latul In Inoraatadfundtag 
IbraaaltctfawcrtUcaltachnologlta. FIva high lavaraga M- 
Hattwaa" phctanlct, dliactad anargy tachnology, high tarn* 
pafi(hiia mtiartalt. nw^^ 

■nta— iMwa twan a ooordad a tpada l ttatut wtwiaby rwna 
arawiiaBig^wnBuaaiaQ ana aacn It Knaaa ofw oy via aDwy 
to aAwwa tlw tachnology. Six othaia— Uw Ngh parfomv 
aaoatufMna angina, tmart tMnt, krwwladga tMtad tyttamt. 

Inm banaHtad from Inoraatad Air Fwoa InvaatmarM. 

WhNt Foracatt II It cauaa for aoma optbiritnv Iha Atr 
FMoa SftT program too fiat tulfaiad from Ilia laok ol a ttfong 
SdMoata outana Atr Fwoa Oyalamt Command, ^fttamt 
Oofivnand raoantly maigad Ht laquiramanit and SftToiganI- 
itftona into a naworaiw by tha AFSC Daputy CNaf ol Stdf 
flv Ptant and Tachnology. Ttia currant inrutt at Syalamt 
Oofivnand it to provkta a fofum for oparatora to tK down wfth 
tachnotagitta and dtoouoa tha ialiihnth|) ol rtquliantanla 
«Mi tlw CMttiWta that naw lachnologlta could potanllaly 
■ravMa. Ina oparatora ItHia tiacomt mora awaia ol what 
iMlMQtogy can do for tliam and mora Mealy to advooato S&T 



Tlilt opUmltm it tamparad. howavar, by oonoa m a tfial 
AF8C no tangar oonaktort ItaaV an advooato of tpadfie 
Without I . — - ^ 



bythaoo m mtndtfiatdfv'tloptlt.andthuttfndtfipprtclaltfl 
by tha oommanda tfial could moat banaUt from L 

^taro/nHMMrfStaf MT Wf00aaa* fiwAmMWiOfi 



Tha laaaaidiait and angbiaara in tha S&TcommunKy 



InavtiMybaartha brunt diundtat ^ _^^ 

and DoD mtaromanagamant. and laoic of ttrong laadarahl^ 
MiDo^Miion Of pioDiamt can. in ajmi amauaiuw ma omcui* 
ttatttiayfaoa. 

FOr axampta, lataaichaii gat too oonoamad wth ttia 
naad to aatd)lth ra^uliamanta to JuaHfy a damonttiatlon 
projacL Enginaarthavatojuatlyoonoaptoandbudgataintha 
DatantaA(Oqult>ionBoaid(DAB)pfooaat.wt h c ta a r rtqulrt- 
mantt, priorto anginaaring. S&Tprogramtaiatialngmaaa- 
urad too much at tha front and ol afuHacata da¥alQpinant 
programt. Tacfmioai tpadaltta ioaa alght d tlia fact ttwi 
ttiairalfortaaiajuallfiadtiyaxpantionol tha tachnology bata. 
Tha laauiting anviionmant It not ona in wtiich piogramt can 
gatamodhaarlng. 

Rataaiohart and anginaara alto gal wrappad up in tha 
mavtabntyoldaclnlngbudgata. Ihiatataltmcanganarato 
taW-dffaatlng aigu m an tt ; 'WawonttwaUatoalfoidanaw 
aliplana davalopmant for 35 yaart ao Itft not do anottiar 
alrpianadamonatralion and craatoovan mora damand.* Tha 
tachnlcal procaat it alwrtad by tachnologitti trying to guaaa 
polMeal and budgatarytrandt 20 yaart down tha roa jand 
funding thortfailt can raaul from MtdattruGMvatal fulling 



Sal^aracrahta it alto a ttratahtfonraid latul d 
cromantgamant and much Mgliar vitbHty at Ilia vary aarftf 
tachnlcal and admlnlttratlvattagat da program. Thaaudl 



t toma advocacy hi (^lalamt Command, 
Vwft may tia toma ritk ttiat filgh tachnology wW tia undaiadd 



t ttaoat d a pro. 
trail In tacfmology now goaa al Ilia way back to program 
incapUon. AndifarWcyprqjactfalittopanoutaaprqitolad. 
crMct. ofton In Congiata or tha madta, puniah Ilia ritk<4aka(B. 
Notturprlalngiy.adantMa and anginaara tMKsk off from taking 
ritkt t haaama ritkt that can laad to vary high pay-ofli. 
DARPAitoontktaradonadthafawptaoaainDoDttMli^ 
it ttll parmitaR)ta, at iaait tf tha cauaa It ttchnlcd ovarambl- 
tion rathar than mItmanagamarM. 

TMt faar d faluia liaa at iaatt ona ottwr onaroua altact 
atwalL In tacfinicailychtlanging programt, It can laad to a 
"taat tor tuocaat* tyndroma. to avoid Iha criUdtm ttiat It 
inavlAbta. howavar unjuattllad, Itaataraauttlnayatamfaluia. 
Thaaa taata that fal. howavar, by thowing how a ayatam 
parforma undar nnxlmum ttiaaa, can tia nfMJCh mora ravaal- 
ing to tachnologltta aaaUng to bnprova a naw tytiam. 

The Znduatxy Rola 

induttry alto ptaya a ortUcd rota In davaloping Ilia 
dafanaa tachnology tMta, In iaiga maaauia tlHough Ma* 
pandani laaaaioh and davalopmant (RAD). DoD pravktaa 
aoma fttD monay to datanaabiANlrfaa. bdtavlng In ttw 
Impoitanoa of a oonlraotorit fraadom to ohooaa tlia taduiical 
V^^^JSa*^ '"y y * ^ comptMUwtita aa. Tha 
Dafanaa Scianca Board, howavart raoantly oonchidad ttwi 
prol)tamt wth MD aia raacMng crWa praporttona.^ 

Monayltonaproblam. Thara It no ttiong advooato for 
nu> funding m ttw Pantagon. In addMon. ttw otahia d 
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-privately financed IR&D it not as socurt M it onoe was Within 
industry HMir. Such Mending maats nwra rasistanoe from 
corporate leaderahip. Therasul: IR&Dfundingdeclnedfrom 
1M4tol987. (See chart 14.) 

Companiae that at one time maintained conatant iR&D 
oeinngs or a formula for determining IR&D ieveia. now often 
do not WhIelR&Ofundbig in many companies uaed to t)e a 
peioentage of sales, IR&D programs must, moro and more, 
be Juetmad ty the aame teela of relevancy and connection 
with specMe systems that DoD RftD programs face. Those 
that fall these reiatlvely strict relevancy tests suffer the moat 
In the funding co m pe ti tion. One well-known aerospace 
company, for example, now provides a small, set IR&D 
budgtt but then requires Its iat)s to go to component com- 
mands, convince them that the worit tMlng done is relevant, 
andthen go on contract forthe rest of their tHidget. VtheDoO 
technology t>ase is underfunded, this scheme of financing 
Indusfry R&D could easily bacMm. 

The IR&D funding problems are compounded by two 
factors. First, the govemment IR&D money is In a pot mixed 
with bid and propo9ai(B&P) funding. B&P expenses, in part 
because of the complexKy of DoD specifications and regula- 
tions, are very htoh and growing. Tlwt. in eRect. shrinks the 
pool offundsovauBbletopeyfor IR&D. Second, for aomepro- 
grama-lhe Advanced Tactical FigMer (ATF), and V-22 Oapiey, 
and the Ught Helteopler Experimental (LHX), for exampi»- 
govemment R&D fuming does not cover ail of the devetop- 
mentcosis. Contractors havetoinvesttheirown R&D money 
in these systems, sometimes a k>t of it. This expense cannot 
be covered by govemment IR&D support; I is taken out of 
company dtocfsttonaryfunda. Company R&D funds thus go 
to specific programs rather than projects and programs de- 
signed to expand the technology base. 



activity. Industry is less wmn gtopu wue new approaohea and 

floei nntneresiaftyfnilnwiiifiressfulrteveinnnientalar ' 
Other companies may compete fOF--«nd wEv-ihe pr 
tlonnjn. ^ 

FUithermoie, Vie ConiprtUon in Conlrading Act (CICA)^ 
deeigned to assure k)w ooat and minimize risk hi big praoure- 
ment programs, is tMing appled to ^pfocuromenT ol aniall 
basic nasMch and expiwatorydevatojpmentproarama. Low 
ooot and low risk am dearfy not the opcirnal ortena in Judging 
^procuremenf of top sderitiflc and engineering talent to ex* 
pkm Innovative and Inherently rfaky solutions to dHlcuil 
problems. Yet there Is littie flexbillty in the ifipHcatkm of 
CICA. and the final authority on these competitions is fre- 
quentty a procurement officer led by CiCA gukleikwa. 

flnOfrvWm rOCU9S 

Industrj^s sheit*term Investment foous posss moro 
difficulties, investors aietyplcalyoonoenied with maxbnidng 
profits and minimizing risk. Advanced technology develop- 
ment, almost by defirutton. is a ganrtbie. and dafenee. simply 
stated, is a risky business, kiduatry is thus rshjctantto invest 
ki IR&D and in capital baaed on new technologies. Many 
industries are leaving the defenss business akogslhsr. 



Bhimngk 

Yet another problem faebig kiduatry is th eoonatan dy 
shifting structure of incentives offered by ttie govemment to 
Induce Jnueslinsnt in tsciiiiotoyy . ThefrsquerMchangeslntax 
laws, and policies that pertain to oost leoovery^prafls. 
s oortfHcting Inosfwves. wi 



Even the current emphasis on oompetitkm. the sacrsd 
cow of aoquMtkm rsformars. can hinder hidustry S&T base 



havoc In attempts at longer'lerm planning, an 
slon in any effort to measure the eneotlvsneee oil 

I.I II ■ ntfc i« ■ Uliijn ■ill 111 ■ ft 1 1 Jill "-- iMMl-iilMIll 

noeniivee. wnen ounsiinea wan me nsuonqr 
frequertt aitd somstlmas violent ahffis in prograrr 
Industry see m s not so wutits to operate on firm ground ae 
ahiftkigsand.<^ 



'oovemmant 
impoeedby 





eiuim4 








1984 


IMS 


1986 1987 


Contractor IR&D Expenditures 
(SMUUons) 


$5,173 


$4,999 


($5,042) $4,715 


IR&D Expenditures as a 
Percent of DoD Sales 


5.8% 


4.8% 


4.4% 3.9% 
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Conclusions and Roeommonciatlons 



Ths U8 8ftT oonvnunKy MM Iws nwny slisnyllw ind 
mtfiy MMlA. II liM provWsd Mt nsllon wKh ihs tiw bsst 
WMpowy in Ihs wofHl FremlhMs psfipsGMvM* Ihs tons ol 
mmpwtiwwbstoonsQiilys. But Arlminli t r rt on. oo n g is t 
sionMit mmI (RHwy l'^'^''''' '^^^'^''^ (^ ^ ^''^O^'^M ''''^^ t^ 

I ounwit tTMdt oonUnus. ihs U8 oouW and up a 
asoondnisliclwolOQypowsr. Ths launlno tipnt ifs dssr. 
Evan In ths days whsn dilsnts budlQsli wsfs stcpandbiQi ths 
8ftT bsas program (sxdudbig 801) dM not kssp paos. 

Ths purpois of this rspoft it not to gsnsiali a loundry 
liyoi^lw srforlhs8ATbs«s.tolMusaolwlonos lltofra ^ 
flhanota in ttts mmary 8AT prsorvnK oc to aRte Warns. No 
- ' InomMuManorlr" 



I SironQ advooatosforths SftTprooram should 
bs ippoMsd li Ihs Whis Houss artd Ihs 
RontHon. WhIs ths 8AT proQram ray k 
undarnndtd^praparlaadtiihlpcmdMOii 
anddilsndwrtMtitnssdsdbiiiunlhs'^Man 



can ba hold MoponoMs for a oondUon thit took dsoados to 



I a4w» m ods ot il op o si ob¥ i ous h a¥ a rsa- 
•onMi ohanoa to hnprova ths oondUon ol Ihs S&T bats 



loss wab^ horn bailc lassanh to snQinssrIno 
dsvalopmsnt, artd gat Ihs right poopis to Ihs 
rIghtplBaM. At DoD, such an advoosis should 
spaak up to prolacl RAD funding. 

O PayforCivlSsrvtossclsnosandsnglnssrIng 
psnormsl should bs Inoraawd artd ijuaMy 
rawardsd. Trta Irwportanos oi Mgh ijuaMy 

• paoplaoirtnQtbssliMsadartough,slnoalha 
■sohnology boss raUss so hsswHy on tha inlul* 
tion of raiatlvaly low top paopls. RsorulHng 
mora womsn and mirtoiWas into sdsrtos snd 
amalissaiotoli 



O Funding should bamoraasad. lyiodasldolBr 
amounts can moks a hugs psrosniaga dlfsr- 
snos in ths Air Fores basic rsssarch and 



InoMMsas in advarxsad davalopmsnt opuld 
Mtplyfund '^ig'and -Mls-sclsnos. alongwth 
a bsst of olhsr 8ftT nssds. 



Thsss sisps MS conwnon isnsicsi. Manyolhsraoiions 
arapossMs. Thafundamsntaipoinl,hoiM¥Sf, istttslaolion 
israQuirad. Ilisrar^ulradinlhartaartsrrrL Thaproblsmiara 

inaction ara dha. Ths oonssousnoss wW not bs soon In ths 
short rurit but in Ihs long ruru ths ssssrtos of ths naHon^s 
stiartglh-~lhs sbWy of Hi psopis to irtnovals and.otaatS'HMil 
bs urtdsrminsd. \AtolgrtorathaiiamirtgsigrtsdlourownpsrlL 
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A Taltt Of Two Flghtttrs 

Tb* mtuMw iMlng of R&O Mptrti oono»ming Iho 
mmXUomjf of ofMlw-thM ttchnolooy to pfoduco mNnrtly 
tup#floft¥it>tTOOinb>tMPpott>dbyhK>Mnoilth>dtv'ftBi>* 
nwnthMortMflftwoflgMwi: tho iMOtvlntoMF^Midtho 
U8AF niMir ol ttw ol the futurt. ttw A*«no«l Tochnology 
FlgMtr(ATF). 



Ofw tknpto MIcMiiin is dtvtiopnwnt flnw. Prototype 

^"' *[!^_*y_ ^ ' '•f.Tiy.fly^ Octebf 18S4. Bmwm 
riQuiiwnMils MO tpMHiocliOfW wifwwy UMMInod, ttioQo* 
■hoMi for preltlMocofitlriMillonwM only olvon in Itay 1968. 
TiM F-4firatflMf In May 1M8 and iow iovU^produ^onfortho 
flQMtMt proQfMnttirtod In 1960. Tho onUft pioooM took 



Not MirprWngly, tho oonvoraion of tho F-4 f or Air Fdioo 
UM movod ovon mort quickly. Tbo F-4C InoocporMKi an 
updotod onQino, now londlno 9^v, now main radar, now 
navigational oornputor, an onhanood bwtrunwnt fMnol and 
dualoontrolalnlhoraarcocl^. ThoAirFofOofMovakiatad 
1haF-4Bki1962. ThaF-4CfirBtflowayoarlator.lnMay1963. 

Pretotypo doslgns for tho ATF woio iukmittod July of 
1966. Thodanmwtnttion-valklatk>n(dom-vaOPhaaooltho 
progrMnwatlnRlaMinNovomk)orl966. ThowattwoATF 
proColypof aio schodulod to f |y In 1 990. Avlonlca prototypos 
aiaatoooxpoctodtoboroadyin1990. Thodam-valptiaMof 
tho program wl tM oompMod In DooomlMr 1 990. aflar which 
thoATFwlontarful-«»lodavok)pmont(FSO). FSOhat 
baan atiolchad out a yoar. partly bocauao of "unoxpodod 
oomptadty" (aooording to Air Foroo Chiof of Starr Qon. Larry 



Woteh). and wil last until 1995. At that poM. flight tooting wH 
•tart, and tho aimalt it schodulod to roach mUai oparillng 
capaUttyaoouplsof yoarsaflorthat From sutMrasskm of 



protolypo dosigns to start of flight tooting wil tM about oight 



Much of tho ATF program is stHi dassinod. but a brM 
roviaw ortho subsysloms usod In tho F-4 and undoroonsU- 
lATFsuggost 



suggosts that lack or maturs subsystoms 
M or tho tongor dsvotopmont ported. 



orattontortho 

is at iaast ono causa 



Tha F-4 angina, tho J79, was undar da^stop m on t by 
1951. Itwa8njnnlngby1954-thoyaarlnwhtehprotolypo 
contracts wars signad. Tho J79 was, tor Its day and aga, a 
stalo«(-tha-art angina. Its dasign utHizad movsabia vansa 
batwaan oomprassor stagas so that tho ongino oouM adapt 
Hsairto tho dirforontdomands or starting, subsonic and supar- 
sonic flight. Tito variabia Inlats had navar baan usad on 

Shtoralrcrartbarora. Igonoratedmorathnistforthosama 
flow and was slimmsr with loss drag-inducing intakas 
bacausa of Its high prassuro ratios at suparsonic flight. Tha 
angina provUad an incroasa in parformsnco ovor othors \n 
uso at tha tima from Mach 1 .5 to mors than Mach 2.5. 

Tha ATF wli usa one of two prototypo anginas, tha 
YF119orthaYF120. Both are running now. buttho prototypo 
program wil oontinuo to 1992. Thoy should pro^ much 



ballarihiust*to*waighi rvHoa mMWiiadataupaiBonlDapaadi 
than ounant anglnsa. Thia wH aloir aupaiaoiilo anilM 
wlhout aHartmrnan and laduoad Inliiiad soiaiunM- Alar 
langtfw oofMMsnMofia ttia tfMWan was fiMMa la tfrap Mwl 
ravaialnp and tMiMi vaolBfingt aMon wauM n^paBwa ahoil 
tslfa*an oapwbHy and manauvsiaM^ft baoausa af ooal and 
oon^MRRy. rno pon naiw is OHi via OHsnaaa 10 aa 

tf out what thay oouW do. 




Thaaa Inokidad aaging ttia alibitoafa dowi 
Iha oularfokJIngpaiiali of tha wing In ohORltB 
dagtoolti and lii^tham up at tihj 



howa 01 wind tumw 
modRioatlona tolho abframa waia naadad aa a 



nc^ 



Tha ATF airframashawa not flown yi^ but Ihaahapaaf 
tho prMoiypos ara appaianlhf pially wal aaL Tha wataht 
ra(|uiianiafli (rw moia ttian 80.000' paund^ liawavar« iiv 
poooa lough damands on ttia canifaoloia. WolgT' 
oomposllss. fbor opUcSi dtaftai oompuHng ki Iho f 
trols, and staaHh tachnolagNa aia aH tMing usadL 
sMn, vartaMaoambararinos-HMhichohangaahapa In oidarto 

sustalnpaak aarodynarnicafncianoybv u — *^ " 

vksoa rathar tfian flipa-Haaia undar acBva 

tha ATF. T haaa faatuiaa timm baan dropt 

tachndogyisnolmaiuiaanough. Mnwyalsolnooipowiaikp 
bright (as oppoood to fly-byH(Nlni)tschnologlML Agatha 
tach n oloQ lo s aia stW undw dawatop m a nt. 



Tha firMF-4a uaad Iha APQ-72 as Iha prhnaiy a 
In Ito lira control aystani Is AAA-4 Irrira tad dalaGlor vfas 
usad to dalact targals (or aoquha tham from tha command 
raoar). wi nasi saaiong nNssaaa wnara 10 iook, ano aaowmo 
missUaa to lack on targat and lira aarlar. Tha AJB^ 



AvIonIca taohnology Is oonsldorad Iho ATF^ long pola 
In tho tanL* OvaroombigdMlcult aoflwara bilagraHon piob* 
lams is ttia kay. Tha ATF Is Hkaiy to uso tschnology Mng 
da w lBpsd bi tho ICAAS program (bilagralad Cortrel and 
AvkMitea fbr Atr Supadorty) by Iho Fight Dynamica Uboia- 
tory and Aviontea Laboratory at WrtgM-Paltoaon AFB. Ohio. 
Thagoallatokitagratoaivlonloaandl M gh l oomol a . ThaATF 
wllaiMUMtachnotogybalngdmwtapadlnttiaMEWSflnla- 
gratodNavlgatkmandElacbi»nteWaifmSyMarn)andK^ 
(bitogratod CommuntoaHona. Navlgatkm and UanMoalon 
Aviontea Syaton^ prog r a m s. 



ThaF-4waBoonaUaradtholhobaatmuMrolaatoanof 
Itoara. Mora than 5.000 F-4awafaproduoodovar a apan of 
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mort than tivMty yMR. IwatvafdysupMlortollwolitor r U rt lvly mHurt «nd (lof thdrtimt) capabto lubtyilw m H 

aovMMlQ-l7andMiO-19. andltwMtupaftorinpaylMd. thtlrdtopo aai. Ta yuttogilhtf aiupiwlorpwdiicttjwyohow. 

ranM, winwntnt. Mid svionlM to Ito pilnwfy ooinpttMor, tfw inwiQifw, nvlMMi, sndwioiilMltMliMfvdMMlQpsdtss. 

M M imilf th»F^4»«upirlorl» ouily loffMhtr. 

TliM«taMBrMMfit»doul»lMlh»^rrFw»iik»b» Tiw ATF ijaalyi f hjaiophi It JMwnt. TIm Air Form 

TffUrt M k immwm . HmmfmMtf, liiiniin ■iHwlmi ai^iiHty. » It iMtng tt» ATF ^y«v niiitftiHyte putb th* 

iHftMlBglMMihiMNBnk liCTt. lij lt rt t iii t y t f ma h n» Iqftatf «dl»qijii* tfr tt * gwt 

Tl> t nl ii n i»ii MiM i M i w ii H t mm ftmAJPlmtmit n m Tli»eM«ilttoQ»)iffwn^ ait it i iHh*^>MMitltdMl 

la— iwiwli limi liiiWMlMtlUM llmi ilHlnP-4» iniKuri* iwbirvltiw ta ]u«i « ISij«i«fl ■nfHMilaeite ta moA 

^lMMll|p^«MOatfriHMnaodlMc»ai»^tfPMp«l^ ct^iK WfBiiiiitl»n q* iBcltfitflgqy ptaqfawi t rftuch — rWw fci 

r QWiUf. iuNt l» fWBtrtWit to H m tllH1ll» IhHtilji it iMrlliHipilK T«dinclB|yprQBWi»«npuilhfQUililo^ 

ii w o l BW ly tipM H I Smin w w ii m i >u l t »t > i » l »h iiol> » tkgii m M^ftr id MifiHiD ttMtr MiAfano*t« mmatf fjAtMn. 



MWOi.Mtorlir 




C»nQ#Ma) Inifi fihl* wiy tarty rttjiti. TN>, t It tuwotrij 



ly. mF^WM^MlQiwMi 



ifiMttMMchalwigM. TlwATF Thii wQunwit. ^ovmw, ii« loirivihinp «f ■ 'uimtm 



BtnUoMimm m ^ Mrtum imtlm tjMtmJBPci'qMaltyabaytt AmtcMo lPiil M — Ip 

lo»ttMlplM#aloi«il8riWicuivwitgwwralionUSflolilML tem* «uig« m ttipir d«Hhi!)pm«it Vmat * rtlnwi I»i|m 

tWn B.T1i »AlrPWB» w i < tiii liltiqrit%8^ 
Conclusions iwwiriiplmts. lnlh9lM9B»raMMlyfMliii#|WMfplMll^ 

No abBlifwgeM through to dvMlopmsmplMMSpw- awtonlco. and wredynwnic lochnologlM wofo amMMo to 
foiwInoflwMltttly. BmclMwtythodo¥»lopofiofthoF-4h«d mool thooo loqulPtmMls. In tho IM* igtOt. ttwl dooo not 

■ppoartotMthocoio. O 
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Endnotes 



Mi/is«e.p.iiit. 

Z Uilnip Fadawi Bmn IB P«mta» CammawM lnn««ten Canaf— lani BuH^ ■« ApHI IBM p 91 Ch«rt9li— daiii*«rtaiip^ »— i 

liehMl Davty Md Otntvltw Kntro. ITw FMtral ConMbuMon to Bwie RtMMdv CongwMlonrt RMiach ttinilw. ih% 2Si 1M7, p. 21. 

3w rkimti Hi naminnnMni "r^-^ r " 
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The CHAiRBfAN. Thank you very much. That again is a very help- 
ful set of observations for us and I appreciate as well your offer to 
help and your kind words. 

Finally, we will hear from Mr. Paul Math, who is the Senior As- 
sociate Director for Resesu^ch, Development, Acquisition, and Pro- 
curement, National Security and Intemationcd Affairs Division, 
Genercd Accounting Office. Mr. Math, we would like to hear from 
you now. 

STATEMENT OF PAUL F. MATH, SENIOR ASSOCIATE DIRECTOR 
FOR RESEARCH, DEVELOPMENT, ACQUISITION, AND PROCURE- 
MENT, NATIONAL SECURITY AND INTERNATIONAL AFFAIRS DI- 
VISION, U.S. GENERAL ACCOUNTING OFFICE 

Mr. Math. Thank you very much, Mr. Chairman. 

We appreciate this opportunity to appear before the committee 
today to discuss S. 1379 to reauthorize and amend the Defense Pro- 
duction Act of 1950. 

In recent years the United States has moved to a more interde- 
pendent approach in procuring parts and components for its migor 
weapon systems. It is apparent that the U.S. national security is 
increasingly tied to the strength of the Nation's economy and the 
ability of industry to compete, particularly in areas where technol- 
ogy leadership is important. 

In general, we agree with the thrust of several provisions in 
S. 1379 that seek to modernize the Defense Production Act of 1950 by 
providing or authorizing mechanisms or tools to enhance the com- 
petitiveness of the defense industries. 

We also have some observations for your consideration regarding 
selected provisions and we believe that the Congress should consid- 
er the need for obtaining adequate information on selected key in- 
dustries that support msgor weapons systems. 

First of all, let me talk a little bit about the selected provisions 
that we support. 

S. 1379 would extend protection from antitrust provisions to 
apply to participants in sanctioned industry consortia. 

Consortia participcmts which may include potenticd competitors 
and universities would be allowed to collaborate on technologies for 
which significant resources or interdisciplinary research are consid- 
ered essential. 

One example of government-industry consortia is the SEMA- 
TECH. SEMATECH has been proposed as a model for other consor- 
tia. In this regard, we agree with the Congressioncd Budget Office, 
which noted in its September 1987 report that it is appropriate for 
government to assist a particular firm or industry if such interven- 
tion can be justified on the basis of providing public benefits that 
go beyond the benefits provided to the affected firms. 

Establishing consortia in support of nationcd defense provides 
public benefits that do go beyond those provided to the affected 
firms; consortia can be one of the mechanisms to facilitate the 
transfer of high technology research among all industries, civilian 
and defense. 

We believe that the proposed antitrust-related changes improve 
DOD's ability to increase the efficiency, competitiveness and re- 
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sponsiveness of the defense industrial base by allowing pooling of 
resources to effectively resolve production problems. 

In terms of investment in advanced manufacturing technology 
and processes, we have consistently supported the concept in S. 
1379 of modifying profit policies to encourage contractors to invest 
in advanced manufacturing technology, production equipment and 
manufacturing processes to improve the efficiency and competitive- 
ness of the defense industrial base. For instance, we have support- 
ed increased rates of profit to encourage competitiveness through 
investments to modernize production systems and equipment. 

S. 1379 also provides for the periodic assessment of defense indus- 
tr3r's capabilities to carry out defense plans. We support efforts to 
assess industry's capabilities to respond to defense needs. Essential 
to these industry performance assessments is DOD's ability to pre- 
pare realistic industrial plans. Accurate information, including 
data on lower level tiers of supply is necessary to achieve recdistic 
pkms. DOD is currently revising the industrial prepsu'edness plan- 
ning approach to assess defense industrial capabilities to meet de- 
mands. A DOD working group is discussing, among other things, 
how the services should approach this int^ated industrial capa- 
bilities assessment not only to address surge and mobilization 
issues but also those intemationcd issues that may affect competi- 
tiveness at all levels of the industrial base. This integrated assess- 
ment approach is a step in the right direction. 

In admtion, S. 1379 supports greater integration of nationcd eco- 
nomic policies and national securi^ policies. We support such ef- 
forts which should improve the U.S. ability to maintain a hecdthy 
and competitive industrial base. For example, this could help to ne- 
gotiate and achieve the best terms possible for intemationcd agree- 
ments. 

We not only support DOD's inclusion in policy-making discus- 
sions of broad economic issues that have an impact on the defense 
industrial base but also support increasing the role of Commerce in 
assessing the impact of intemationcd defense programs, such as 
military coproduction efforts, on the overall U.S. industrial com- 
petitiveness. 

For instance, in our review of the FS-X program, we noted that 
during preliminary FS-X discussions, DOD separated trade and 
economic issues from national security issues and did not coordi- 
nate with or solicit the views of Commerce. In our FS-X review, we 
supported agency efforts to establish procedures to ensure coordi- 
nation and consultation in analyzing the benefits and disadvan- 
tages of future programs. 

Next Fd like to discuss a little bit our observations for your con- 
sideration. 

The Defense Production Act requires the President to submit to 
certain conunittees of the House and Senate a detailed annual 
report on the impact of offsets on defense preparedness, industrial 
competitiveness, emplo3rment, and trade of the United States. 0MB 
chairs a coordinating conmiittee composed of selected Federal orga- 
nizations. 

The act currently provides a formal mechanism for reflecting in 
the report differences or dissenting views among the agencies on 
the interagency conmiittee. 
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Under S. 1379, the Department of Commerce would have the re- 
sponsibility of preparing the report and submitting it to the Con- 



In addition, S. 1379 would provide that cdtemative findings or 
recommendations may be included in the report if the Secretsuy of 
Commerce has been given, during preparation of the report, an in- 
dependent study or ancdysis on which such views are based. 

We believe that S. 1379's proposed amendments to section 309 
should be changed to better provide for the disclosure of significant 
dissenting agency views. That is, agencies who participated or con- 
sulted in the development of the report should not be required to 
perform additional studies or analyses to have their significant dis- 
senting views included in the report. In the past, such views have 
not been provided and agency differences regarding study method- 
ologies and assumptions that may have significantly affected the 
report's conclusions have not been included. 

Although we support the need to enhance the title III programs, 
we have severed observations regarding the Defense Production Act 
Fund. First of all, stockpile managers are concerned that acquiring 
the initial $200 million from the national stockpile could have a 
detrimental impact on their program. Another concern is the po- 
tential obsolescence of stockpiled material. S. 1379 provides author- 
ity to stockpile not only critical commodities, but also components 
and subassemblies in sufficient quantities to meet mobilization 
needs. Rapid technology developments could make such goods obso- 
lete. Thus, managers of any program of this nature must be very 
selective in the components that are included. In order for manag- 
ers to be selective, accurate information on defense needs regarding 
components of manufacturing for which we are foreign dependent 
is necessary. 

A tool basic to our Nation's ability to accurately assess the 
hecdth of our defense industrial and technology base and ensure 
that critical capabilities are accessible is adequate information on 
selected defense industries that support major weapon systems, in- 
cluding critical subtier industries. 

In recent years, a number of studies have surfaced an increasing 
concern about a growing dependence on foreign sources for materi- 
als and components for our weapon systems. Although evidence of 
DOD's foreign dependence for critical items in certain weapon sys- 
tems exists, it is not possible to measure the overcdl impact or 
extent of dependence because DOD has no reliable system to identi- 
fy foreign dependence in parts, components, and technologies essen- 
tial to defense production. 

DOD's current ad hoc approach to defense industrial base data 
collection and analysis can only provide information on general in- 
dustry sectors and foreign dependencies through special studies. 
We believe this ad hoc approach is inefficient and of limited effec- 
tiveness for several reasons. Systematically obtaining information 
would improve DOD's ability to identify potential sources for im- 
portant items and technologies. DOD officials stated that reliance 
on ad hoc data collection using warying methodologies, puts DOD in 
a reactive role and limits its ability to identify trends in critical in- 
dustrial sectors. 
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In general, we believe that an improved approach to defense in- 
dustnal base data collection and coordination especially at the sub- 
contractor levels of production is necessary for DOD to properly 
plan and be in a position to take appropriate action regarding the 
industrial base, including the economic, trade, and technology secu- 
rity implications of procuring items and components of major 
weapon systems from foreign sources. An improved approach to 
data collection and coordination would also enhance DOD's ability 
to make prudent decisions about the Nationcd Defense Stockpile 
and ofiGset agreements with foreign countries that may adversely 
impact the defense industrial base. 

Mr. Chairman, that concludes my statement. Attached are the 
responses to the questions you specifically requested that we ad- 
dress. I will be happy to respond to any additioncd questions you or 
the other members of the committee may have. 

Thank you. 

[The complete prepared statement of Paul F. Math follows:] 
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SUMMARY .. * ' 4 '. , 

Mr. Chairman and Members of the Committee: * •• 

We appreciate this opportunity to appear before the Committee 
todsiy to diiBcuss Senate Bill S. 1379 to reauthorize and amend the 
Defense Production Act o£ 1950 (DPA). 

• 
In recent /e«Fa the United States has moved to a more 
tntardep«nd«nt Apprciach in procuring parts -tld^ CO i fc p oail t > for its 
major veapon aydteaia. ic La Apparent that fiatiofifBl mmewtltty is 
increasingly tied to the sltrehgtih o£ ths nat ton * a* econoiv '^ ^^^ 
ability of industry t€> coiape'tA^ particularly in afress vh«r« 
technology leatlerahlg La important. 

we agree with the enphaais that S. 1,379 places on a healthy 
industrial ajtd technolog leal hAae, We also 9«neral!ly agro^ with 
the thruat of gevaral piovisiona in 3 3Tt tbat 3e«)t to 
modern lie the Defense Production Act of 19 50 by providing or 
authorizing mechanisms or tctols to enha^nce the comp«titi'^enesB ot 
defense indiiBtrles In particular we siipport those provision? 
that ae^k to footer d^velop^nent of technolog e3 and advanced 
processes by providing protect ic^n from the antitrust provisions 
inhibiting joint undertakings, (2) encourage contractors to 
invest in. podern eqiiipment to increase productivity, (J) improve 
the integration of nat onal security and economic policy, and 
(4) ensure a re«li»tic assessment of the demands placed on 
industry by national defense plans. 

In addition, we have some observations for your consideration. 
DPA requires an annual report to the Congress on the impact of 
offsets on U.S. defense preparedness, industrial competitiveness, 
employment, and trade. We believe that S. 1379 should be changed 
to better provide for disclosure of significant dissenting agency 
views in the report. Such views have not been disclosed in the 
past. S. 1379 currently does not propose this change. 

We have two concerns regarding the DPA fund that S. 1379 would 
create. First, acquiring the initial $200 million for the fund 
from the national stockpile could have a detrimental effect on 
the stockpile program. Second, S. 1379 would author ize 
stockpiling components and subassemblies in au. cient quantities 
to meet mobilization needs; but rapid technological developments 
increase the risk that inventories of such goods could become 
obsolete. 

Finally, we would like to emphasize that effective 
implementation of DPA requires systematic information g^atharing 
and analysis to accurately assess the health of our defense 
industrial and technology base at all levels and ensure that 
critical items and technologies are aval able tie believe that 
the Congtress should consider the need for adequate information on 
selected defense industries that support major %#eapon systems, 
including critical subtler industries. 



Digitized by 



Google 



134 



Mr. Chairman and Members o£ the Committee: 

We appreciate this opportunity to apnear before the Committee 
today to discuss Senate bill S. 1379 to reauthorize and iatmend the 
Defense Production Act of 1950. 

In recent years the United States has moved to a more 
interdependent approach in procuring parts and components fdr its 
major weapon systems. Today, many nations have increased their 
participation in the development and production of these systems. 
It is apparent that U.S. national security is increasingly tied 
to the strength of the nation's economy and the ability of 
industry to compete, particularly in areas where technological 
leadership is important. We agree with the emphasis that S. 1379 
places on a healthy industrial and technological base. The 
health of the industrial and technological base contributes to 
the technological superiority of our defense equipment - a 
cornerstone of our defense national strategy. 

In general, we agree with the thrust of several provisions in 
S. 1379 that seek to modernize the Defense Production Act of 1950 
by providing or authorizing mechanisms or tools to enhance the 
competitiveness of defense industries. 

We support provisions that seek to: 

— foster development of technologies and advanced processes by 
providing protection from the antitrust provisions inhibiting 
joint undertakings; 

— encourage contractors to invest in modern production systems 
and equipment that increase productivity and reduce costs; 

— improve the integration of national security and national 
economic policy; and 

— ensure a realistic assessment of the demands placed on 
industry by national defense plans. 

We have some observations for your consideration regarding 
provisions that (1) require the President to submit an annual 
report to the Congress on the impact of offsets on defense 
preparedness, competitiveness, trade and employment; and (2) 
establish a revolving fund for purposes such as purchase 
commitment programs. 

Finally, we would like to emphasize that effective 
implementation of the Defense Production Act requires systematic 
information gathering and analysis to accurately assess the 
health of our defense industrial and technology base at all 
levels, and ensure that critical items and capabilities are 
available. We believe that the Congress should consider the need 
for obtaining adequate information on selected key industries 
that support major weapon systems. 
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SELECTED PHOVt SIGNS WE SlJPPOai' 

S 1179 would extend protection itoia antitrust provisions to 
apply to pac-ticipants in sanctioned industry consortia. Such 
consortia are arrangements among entities for the purpose of 
jointly undertaking a sped ic prograia of basic research ^p 
research and development,, production inarket ng or any 
combination thereof, relating to ndustrial resources or critical 
technolog es found to be essential to the preservation or 
enhancement of the industrial or technology base of the United 
States supporting the national defense. 

Consortia participants which may include potential competitors 
and universities wQijld be allowed to collaborate on technologies 
for tfhi.ch signif cant resources or interdisciplinary research are 
considered essential. 

One example of government- industry consortia is the Semiconductor 
tianufacturing Technology Institute (SENATECH). It was formed to 
provide the U.S. semiconductor industry the domestic capability 
for world leadership in manufacturing. 

SENATECH has been proposed as a model for other consortia. In 
this regard, we agree with the Congressional Bud^get office, which 
noted in its September 1987 report. The Benefits and Riaka of 
Federal Funding Cor SEWATECti , that it is appropriate for 
government to assist a particular firm or Industry if such 
intervention can be justified on the basis of providing public 
benefits that go beyond the benefits provided to the affected 
firms. 

We believe that the proposed antitrust related changes improve 
DOD*s ability to ncrease the efficiency, cc»npetitiveness, and 
respons veness of the defense industrial base by allowing pooling 
of resources to effectively resolve production problems. These 
benefits are ach eved through the use of cooperative or 
consolidated use of the skills technological resources and 
expertise of for-profit business concerns, not for profit 
entities, and educational institutions. 

Establishing consortia in support of national defense provides 
public benefits that go beyond those provided to the affected 
firms; consort a can be one of the mechanisms to facilitate the 
transfer of high technology research among all industries, 
civilian and defense. 

DOD's current efforts to prepare a national strategy to pursue 
important technologies should also enhance the effectiveness of 
these kinds of activity. A planned strategy that will set 
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priorities among different technologies, define areas that need 

to be funded, those in need of control, as well as areas that 

need to be fostered, could provide the guidance necessary to 
focus the government's efforts. 

Investm&nt in Advanced Wanufacturijiq: 
•technolQ^y ^nd Prpceaaes 

He have consistently supported the concept in S. 1379 of 
modifying profit policies to encoufaige coatractors to invest in 
advanced manufacturing technology product icm equipment and 
manufacturing processes to Improve the efficiency and 
competitiveness of the defense industrial base For instance, we 
have supported increased rates of profit to encourage 
cojBp«titivene55 through investments to modernize production 
sy^te'^S rtnd- equipment. 

Aaaessing Induistrial 
Eesponeivenesa Capabllitiea 

S 1379 provides for the periodic assessment of defense 
industry's capabilities to carry out defense plans. 
We support efforts to assess Industry's capabilities to respond 
to defense needs. Essential to these irtdustry perfonaance 
assessments is DOO's ability to prepare reallatic industrial 
plans. Accurate information including data on lower level tiers 
of supply is necessary to achieve realistic plans. DO& is 
currently revising the industrial preparedness planning approach 
to assess defense industrial capalsilit iea to meet demands. A DOO 
working group is discussing, among other things, how the services 
should approach this Integrated industrial capabilities 
assessment not only to address surge and mobil nation issues but 
also those international issues that may affect competitiveness 
at all levels of the Industrial base. This Integrated assessment 
approach is a step in the right direction. 

Integration pf National 
Security Policy and 
National Econonic Policy 

S. 1 3 supports greater integration of national economic 
policies and national security policies. We support such 
efforts which should improve the U.S. ability to maintain a 
healthy and compet tive industrial base. For example, this could 
help to negotiate and achieve the best terms possible for 
international agreements 

We not only support DOD's inclusion in policy making 
discussions of broad economic issues that have an impact on the 
defense industrial base but also support increasing the role of 
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Commerce in assessing the impact of international defense 
programs, such as military coproduction efforts, on the overall 
U.S. industrial competitiveness. 

For instance, in our review of the FS-X program^ we noted that 
during preliminary FS-X discussions, DOD separated trade and 
economic issues from national security issues and did not 
coordinate with or pursue the views of Commerce. In our FS-X 
review, we supported agency efforts to establish procedures to 
ensure coordination and consultation in analyzing the benefits 
and disadvantages of future programs. 

OBSERVATIONS FOR yOUR CONSIDERATION 

Annual Report on Impact of Offsets 

The Defense Production Act requires the President to submit to 
certain Committees of the House and Senate a detailed annual 
report on the impact of offsets on defense preparedness, 
industrial competitiveness, employment, and trade of the United 
States. 0MB chairs a coordinating committee composed of selected 
federal organizations, which prepares the report. 

The Act currently provides a formal mechanism for reflecting in 
the report, differences or dissenting views among the agencies on 
the interagency committee. That is, the Defense Production Act 
requires that the annual report provide a summary of the findings 
and conclusions and include differing views of the agencies that 
participated in the interagency study. However, 0MB officials 
said that (1) including differing views in the report requires a 
separate study, (2) no such studies had been prepared, and (3) as 
a result, dissenting views have not been included in the offsets 
reports. 

Under S. 1379, the Department of Commerce would have the 
responsibility of preparing the report and submitting it to the 
Congress. In so doing. Commerce must consult with the 
Secretaries of Defense, the Treasury, and State, and the United 
States Trade Representative. Each report would be based on 
interagency studies concerning the cumulative effects of offset 
agreements on domestic defense productive capability and the 
domestic defense technology base. 

S. 1379 would provide that alternative findings or 
recommendations may be included in the report if the Secretary of 
Commerce has been given, during preparation of the report, an 
independent study or analysis on which such views are based. 



1GAO/NSIAD-90-77BR; U.S. Japan Codevelopment ; Review of the FS-X 
Program . 
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We believe that S. 1379*8 proposed amendments to section 309 of 
Defense Production Act should be changed to better provide for 

he discloaiire of significant dissenting agency views That is, 
agencies who pa icipated or consulted in the development of the 
report should not be required to perform additional studies or 
analyses to have their significant dissenting views ncluded in 
the report. In the past, such views have not been provided and 
agency differences regarding study methodologies and dssunpcions 
that may have significantly affected the report's conclusions 
have not been included. 

Shortly, we will release a report on our evaluation of the 1988 
Offsets in Wilitiary EKpor^s report. Our report includes 
information on the Inter agency process used for preparing the 
offsets report and, as discussed above the need Cor the Defense 
Production Act to better provide for disclosure of significant 
dissenting agency views in the report. Our report also states 
that the methodology used to prepare aectiona of the report 
allowed an assesaifient of the overal icnpa^t ot offsets on certain 

ndustrles However , such an aggregated analysis did not allow 
the ident fi cation of the impact on particular suppliers or 
segments nore narrowly defined. 

The Defense Production Act Fund 

Although we support the need to enhance the title III programs, 
we have several observations regarding the Defense Production Act 
Pund For enample the national stockpile planning approach is 
being modernized to meet the current and future military needs. 
St^^qk^lle laanagers are coacerned that acquiring the initial $200 
mi ion from the national stockpile could have a detrimental 
impact on their program Another concern is the potent al 
obsolescence of stoclcpiled material. S. 1379 provides authority 
to stockpi e not only cr tical commodities, but also components 
and subassenhlies n suff cient quantities to meet nobili^ation 
needs Rapid technology developments could make such goods 
obsolete. On namerous occasions we have ewpressed concern 
regarding excess items which the governniient has purchased ^nd 
stored only to discover that they are no longer useful Thus, 
managers of any prograni of this nature must be very selective in 
the cotAponentB that are included. In order for nanagers to be 
selective, accurate information on defense needs regard ng 
components of manufacturing for which we are foreign dependent is 
necessary. 

NEED FOR ACCURATE I H FORMATION QN FOREIGN DEP^EHDEWCY 

We believe the Committee nay want to consider a few other matters 
for inclusion in the Defense Production Act A tool basic to 
our Nation s abil ty to accurately assess the health of our 
defense industrial and technology base and ensure that critical 
capabilities are accessible is adequate information on selected 
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defense industries that support major weapon systems, including 
critical subtler industries. 

In recent years, a number of studies have surfaced an Increasing 
concern about ^ qto-ntinq dependence on foreign sources for 
materials and cOEnponencs for our weapon ayscteEaa* Although 
evidence of |[>0D*3 foreign dependence for critical items in 
certain weapon systems extstt, it is not possible to measure the 
overall irtipact or eicten of dependence because DOD has no 
reliable system to identify foreign dependence in parts, 
components, and technologies essential to defense production. 

IX)D'9 current ad hoc approach to defense industrial base data 
collection and analysis ean only provide information on general 
industry sectors and foreign dependencies through special 
Studies Vb believe this ad hoc approach is inefficient and of 

ifflited effect veness for ae\?eral reasons. First, it provides 
Only imited visibility into foreign dependencies at lower 
subcontracting levels even thoagh^ according to DOD, these 
levels are a major source of technology development In the United 
States snd where vie face a significant decline in industrial 
competitiveness Second^ the ad hoc approach does not 
facilitate the identification of acquleition strstegies that 
could put DOD in a proactive position to know which doneati^ 
sources need to b« maintained for particular items and know to 
most prudently exercise its authority to sward contracts 
noncoifLpet itively when necessary to oiaintain domeetic production 
sources, ^h rd, the ad hoc approach does not shorten DOD s 
decisionmaking process for acquiring weapon systems^ subsystems, 
and cooLponents by facilitating market research as a more 
systematic approach would. Syatefflatieally obtaining information 
vould improve DOO s ability to identify potential sources for 
Impor ant items and technologies DOD ofEicials stated that 
reliance On ad hoc data collection ueing varying methodologies, 
puts DOD in a reactive role and icnitfi its ability to identify 
trends in critical Industrial sectors. 

In general, we believe chat an improved approach to defense 
industrial base data col ection and coordination especially at 
the subcontractor levels of production is necessary for DOD to 
properly plan and b« in a position to take appropriate action 
regarding the industrial base including the economic , trade, and 
technology security iaplications of procuring items and 
components of major weapon systems from foreign aoijrces^ An 
iiDprdved approach to data collection and coordination would also 
enhance DOD 'a ability to leake prudent decisions about the 
Kational Defense Stockpile and offset agreements with foreign 
countries that may adversely impact the defense industrial base. 
Our report Induatrial Baaei Adequacy of Official Information on 
the U.S. Defenag laduB trial Base , {GAO/tlSIAD-90-4a } addresses 
this issue In detail. 
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Nr. Chairman, this concludes my statement. Attached are the 
responses to the questions you specifically requested that we 
address. I will be happy to respond to any additional questions 
you or the other members of the Committee may have. 
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ATTACHMENT 



ATTACHMENT 



RESPONSES TO COMMITTEE QUESTIONS 

The comnittee requested that we address the following three 
questions: 

Question I t Do you believe that current systems for gathering 
and assessing data on the extent of foreign 
dependencies among prime contractor^ and 
Subcontractors of defense materials ace adequate? 
Wh4t changea in our current aasesanent policies 
and practices would you reconmend, if any? 

GAG Response : No, DOD haa no reliable system to identify foreign 
dependericie^ in parts, components, and 
tech no lag iea essential to defense production, 
some efforts underway are intended to 
ayatematical y collect and analyze industrial base 
data including the extent of foreign 
dependencies. 

These efforts have been slow in developing, and 
\n believe that more emphasis 4nd resources 
should be given td put in place 4 fully 
operational Integrated system. There may also be 
a need to clarify DOD 3 author ty to obtain data 
from contractors and subcontractors that ia 
critical to accur*tely aaseas the defense 
industrii^l bae* capabilities. 

Question 2 : Do you have concerns that foreign companies might 
become the sole source of certain equipment or 
echnologiea vital to our national security? 

GAG Response : Yes, we do. ffhile recognizing that the U.S. 

defense industrial base exists within the context 
of an increasingly globalized economy in which 
nations are interdependent and expectations to 
rely exclusively on U-S. production capability are 
not realistic, the continuing availability of 
neeeasary iteAS and technology is crucial to 
national defense nee^s. 



Although, %fe must accept foreign sources as a way 
of obtaining, in some instances the best product 
at the bes price, it is important that ve monitor 
this trend closely. Currently there id no 
systematic or integrated method for assessing 
import dependency for items and technology 
critical to national security. Moreover, the 
military services do not have ^n integrated system 
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to assess the ability of the defense industry to 
supply its needs for future conflict situations. 

Question 3 ; Do you believe the federal government should make 
greater efforts to foster their development of 
domestic-based defense-related technologies 
either directly, through funding programs, or 
indirectly through encouraging joint industry 
cooperation or compulsory licensing of foreign 
technologies? 

GAP Response ; Yes, we believe that the federal government 

should make efforts to keep key defense-related 
manufacturing and development in the United 
States. This requires identification of key 
defense-related industries and technologies and 
accurate information to assess their health to 
decide which are in most need of government 
attention. 

Question 4 ; Do you believe that current mechanisms to 
facilitate the transfer of high technology 
defense research into benefiting civilian related 
technologies are adequate? What policy changes, 
if any, would you recommend? 

GAP response ! Although we have not performed evaluations on this 
issue, and cannot comment on whether current 
mechanisms are adequate, we understand that there 
are some initiatives underway. For example, an 
industry consortium is being formed to share 
unclassified military research developed by the 
Air Force, In addition, the Office of Technology 
Assessment is in the early stages of a study which 
will address this issue. 
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The Chairbcan. Very good. 

Let me b^gin by thanking all four of you for the care and the 
time and the effort that's gone into preparing what are really ex- 
cellent presentations and also for the professional commitment 
over a period of years that enables all of you to come as expert wit- 
nesses on this subject. 

I am profoundly struck by the importance and the seriousness of 
what we are discussing here and what the real meaning is down 
the road — 5 years, 10 years, 20 years — ^and how we all are stewards 
whether we are in the public or private sector or a mix back and 
forth — that we are stewards of the future in terms of decisions we 
make today. 

I am struck by the very serious tone and the sense of urgency 
that all four of you reflect in various ways. Some of you actually 
used that word from time to time in your presentation or wordb 
that are similar to it. 

I want at the outset to try to sort of establish the larger frame- 
work in which I think we need to address these questions and then 
I want to go back down to some specific questions that come off 
your testimony. 

To try to sort of collect the problem in a larger way so that the 
public can understand it, I want to ask you to try with me. If you 
were to extrapolate the trendlines now that you see us riding into 
the future, the ones that you have been tallong about today, basi- 
cally our strategic ability to produce, the financial arrangements 
that surround that, the whole way in which we've geared ourselves 
to head on into the future here, when you look at those trendlines, 
which each of you have expresised concern about, if we stay right 
on the track we are on now, and if we don't make any adijustmenta 
and we just let those trendlines go out into the future and let the 
rest of the world do what it's doing and we continue along the 
paths we're on, I think it's fair to say you all see that as unaccept- 
able and in fact dangerous to do. But I want to try to get some 
sense as to what risk is really attached to that or how dangerous it 
is. 

On a scale of one to ten, if ten is a veiy serious problem and one 
is a very minor problem, how important is this when you take it all 
together? Where are we on the scale of one to ten in terms of the 
importance of really finding a strat^y that really changes these 
trendlines? And if we should not do so and we take the conse- 
quences that come with that, how serious is that? Where are we? Is 
tnis an eight on a ten scale or a nine on a ten scale in terms of our 
future? 

Let me just go right down the table here. 

Mr. Gansler. I think I would place it venr, very high, not in 
terms of the current position but in terms of the rate of change. 

The CHAmMAN. That's why I said trendlines. Where are Uie 
trendUnes taking us? Help me with a number here. 

Mr. Gansler. Well, you have to address the problem in two dif- 
ferent directions. One is the impact on national security and the 
other is l^e impact on the national economy and they are obviously 
stnmgly interrelated. 

But if you look at each of the trends, if vou look at it in terms of 
defense, what you see is the rising cost of equipment and the very 
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long time that it takes to deliver that equipment, and the problems 
on the supply side, the industrial base if you will, of even getting 
equipment. And as Mr. Schwartz particularly higUighted, many of 
these problems are at the lower tiers of the defense industry, 
where we have growing foreign dependency and vulnerability. 

Now if you take it from the national competitiveness viewpoint, 
today the economy appears to be in pretty good shape, but all the 
trends are overwhelming — in terms of critical teomologies and 
even finances, as you know. 

So it seems to me that if you project those trends just a relative- 
ly few years ahead that the Nation is in very serious problem — ^in 
terms of critical technologies, like electronics. 

So I would put it extremely high, and the need for action in both 
areas very high, but because they are interrelated — ^thus, a set of 
actions that recognizes the interrelationship is critical. If you solve 
defense alone, you could easily wipe out the economy. 

The Chairman. Well, it sounds to me like you're saying — I need 
a little bit of shorthand here to move on. 

Mr. Gansler. Ten. 

The Chairman. So you see it as a ten. That's pretty direct. Gen- 
eral Marsh? 

General Marsh. It's ten on mine, Mr. Chairman. As I look at the 
trends, I see just over a short period of, say, 20 years or so we've 
lost completely the commercial electronics market to the rest of 
the world. I've looked over the last 10 years to see if what I would 
define as our high-tech trade should be a deficit or surplus. It was 
a surplus at the beginning of this decade and it's $12 or $13 billion 
negative now. 

So that says that we are losing our technological leadership in 
the world and as you lose that you lose the fundamentals of your 
competitiveness. I say it's a ten. 

Mr. Schwartz. I agree with some of the former specd^ers. I think 
it's twelve or thirteen when it comes to electronics. I think it may 
be eight or nine when it comes to aerospace and I think there^s an 
important distinction there because if you look at aerospace, for ex- 
ample, one has to question in a competitive environment that we 
operate in, why is it that Japan is willing to invest money to build 
an ES-X fighter, for example, when a cheaper, better, smarter ver- 
sion is available to export from the United States. Tliere must be 
some national purpose driving them to develop that capability, not 
for defense purposes. 

The same thing is true with this examination now where if you 
look at the combination of their having an accommodation with 
Boeing to build now fuselage parts for commercial aircraft, their 
investment in money having to do with the SST for the future. 

What I'm suggesting is that we are competing with forces over- 
seas that have the ability and the capability of very long-term 
vision as against the very short-term vision in the United States. In 
the past when that long-term vision and industry and energy has 
been concentrated on industry after industry, we have seen the loss 
of that capability to the United States. 

So I thmk that over a wide range it's somewhere between eight 
and twelve and thirteen on your scale of ten. 

The Chairbian. Mr. Math, would you venture a response to that? 
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Mr. Math. Sure. I think in terms of the need for information it's 
a ten. I have no doubt in that area. But it's difficult for me without 
the information to talk about foreign dependency and vulnerabil- 
ity. First of all, we have to determine what the foreign sources are, 
are we dependent on those foreign sources; and then how vulnera- 
ble are we in terms of whether it's surge and mobilization or tech- 
nology. So I think the need for information, the need for action and 
the concern on technology transfer and such I would put in l^e ten 
category as well. 

The CHAmiAAN. Let me just show you a chart here. This relates 
importantly to what we are talking about. This is a chart that 
shows in the aggregate how well we are doing versus the rest of 
the world in terms of just our net investment position essentially 
driven by the trade deficit. There are ol^er chsu-ts that lead up to 
this, but this is sort of the balance sheet in terms of what's been 
hmpening. 

It s very stunning. If you can see here, the series of numbers ac- 
tuallv start in the late 1970's and you can see up until the mid- 
1980^9 we were still a creditor nation, which in a sense was a meas- 
ure of the fact that we were doing pretty well competitive^. Then 
Gm can see the extreme rate of descent where we drop off in the 
te 1980's and now coming up to the present time on this chart 
we've posted up through the third quarter of 1989, it's a phenome- 
nal change in circumstance for the country. 

We're adding international debt right now at the rate of about a 
billion dollars every 3 days. Japan, for example, if it runs some- 
thing on the order of a $60 billion trade surplus takes $5 billion a 
month net out of our economy. And when you start working down 
in to the puzzle in terms of what kinds of items are made up here 
and the move toward high value added items and sophisticated and 
technologically advanced items, it's even a more serious story. It's 
not being driven by a simple sort of first dimension type product 
deficiencies. We're losing out increasingly in the very sophisticated 
kinds of things, all of which you have talked about and which you 
represent today. 

I serve on the Finance Committee with Senator Heinz and so we 
have the chance in that committee to look at the tax side of the 
puzzle in terms of R&D tax credits and depreciation rates and 
things of that kind, including just tax rates generally. 

I spent 12 years on the Commerce Committee here in the Senate 
and so you get to look at another slice of the puzzle. And here in 
the Banking Committee, with the jurisdiction of the Defense Pro- 
duction Act, we actually are the committee with the jurisdiction of 
understanding of whether we are in any kind of an overall finan- 
cial and economic jeopardy because of trendlines we're riding. 

So in a sense this committee actually has the opportunity to take 
a more encompassing view. 

I also serve on the Budget Committee at the present time and so 
we see it there. 

What I'm struck by is the fact that we've so divided up the juris- 
diction within the Congress that there is no place that it's easy to 
collect the problem. We collect a piece of it here. The Arms Serv- 
ices Committee obviously has a very important set of responsibil- 
ities but right now they are sort of tangled up in terms of how you 
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take and rationalize the defense budget. If the spending levels are 
going down where do the cuts come from and so forth. There are a 
whole set of driving factors that aren't necessarily connected to 
perhaps the broadest possible view of how we want our position to 
look in terms of our economic and military strength 5, 10 or 15 
years down the road. 

So it's very difficult. One of the reasons we have such a hard 
time even focusing an intelligent discussion is that we are sliced 
into sectional areas of responsibility here so that it's very hard to 
collect enough of the story in one place to integrate it into some 
meaningful whole. 

That's an important fact. It's not a well understood fact. People 
say, well, if it's so important, why don't you do something about it? 
Well, it's not that easy because the centers of responsibility are all 
over the lot. 

Also, I think it's fair to say that it's very hard to get the public's 
attention on this issue. When I look at the press coverage that the 
Trump pending divorce case has gotten or even the case of tliis 
little girl that's over in New Zealand now, it really gives you an 
illustration of the fact that so much of the news coverage is now of 
an entertainment sort. So we see enormous attention paid to things 
that are I think of very passing meaning and relevance, and very 
fundamental things that relate to our economic future are things 
that are very hard to get public attention on, and it's very hard to 
get the press to focus on quite frankly. It's one thing to get five or 
six paragraphs in the back section of the financial section of a 
major newspaper, but to punch it up on the front page is a matter 
of major national concern requiring debate now, serious judgments, 
serious choices and so forth. It's very difficult to get that kind of 
public focus on these kinds of questions. That's another whole sub- 
ject as to why that is so, and I'm afraid the news business has 
moved into sort of an entertainment medium to a very large 
extent. You see vast fortunes being built up in the cable television 
area and so forth, and it's just an odd set of things that drive the 
question of where the news focus is. 

So we have a very hard time as a nation getting hold of enough 
coherent information about our fiiture to be able to really think 
about it. Citizens have a hard time. Senators have a hard time. I 
think even Presidents today have a hard time because they've got a 
lot to do. If you watched the Tom Brokaw piece last night, George 
Bush, a great guy, very busy, a lot goes on each day, and it's a 
little of this and a little of that, and it's not easy to get big cosmic 
questions like this focused even for the President of the United 
States. 

All of that is by way of getting to the dilemma that I think seri- 
ous people face in the question of how do we frame this thing, how 
do we capture this problem, get it into some kind of understand- 
able framework, get it up to the level of ten in terms of uigency 
and awareness, push it out there so that we deal with it whue we 
still can and we don't wake up 5 or 10 or 15 years from now and 
find out that we missed the turn because we were too busv paying 
attention to the wrong things or to things that really didn t matter 
very much and we missed the things that were fundamental to our 
fiiture. 
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So the committee here intends to develop not only a package off 
your recommendations and others with respect to the Defense Pro- 
duction Act, but it is our intention to take that as a subset in a 
larger context and that is the question of the overall U.S. position 
in this new global economy. If we're sliding backward, as I think 
we are and as you testified to in a number of critical areas, how do 
we stop that slide and turn it around and get back into a leader- 
ship position? 

There's a piece in the paper today — ^we put out a news summary 
each day in this committee for the members on all of the major 
news stories that run each day that fall within the general scope of 
this committee's work and we cover a number of financial areas 
here, and there's a piece today — I haven't had a chance to read it — 
in one of the journals by a theorist and somebody who is an idealo- 
gue who says in effect it isn't really important that we're number 
one. In other words, we've got to get off that notion and if we start 
to think about picking winners and losers and industrial policy and 
government getting into the act, that somehow or other we're 
going to be so contaminated by just the sheer act of that govern- 
ment contamination that we've got to shy away from that and not 
get upset if we're not number one here and number one there in 
this or that field. I find that really dangerous thinking if what we 
want to do is preserve our living standard and our values and our 
ability to safeguard ourselves in the future. 

So it helps illustrate the nature of the problem we have. You got 
some of it today just in the comments initially because there is a 
certain philosophic antagonism on the part of some — I don't mean 
just here but generally — ^about the notion of Government having 
any part to play in any of this, the feeling being that if you fellows 
who are in the private sector can't sort it out and do it right — well, 
the presumption is the other way — that you can and that if govern- 
ment comes in it will be a contaminating influence and it's just 
better to keep the Government out. 

I want to set the stage for getting into this because if we don't 
have some way for people to track this other than the experts 
being able to track it, then we're not going to get the broad public 
interest and debate. 

I think if you look at the long history of the country, we started 
out as a country with a great suspicion about government, certain- 
ly central government. I mean this country was formed in a sense 
to get away fi*om kings and dictators and others who run the show. 
So all through our S3rstem you see this skepticism about govern- 
ment and very often an antagonism to government and there's a 
great tension that exists between government and the private 
sector, and it's just part of the whole history and essence of this 
country. 

On the other hand, when you look at efforts like World War n 
where we had to mobilize, if you look at the space program, and if 
you look at our defense programs, and if you look at what we've 
done with government support in agriculture and a lot of other 
things, a number of our phenomenal successes have come when 
business and government nave gotten together in a joint mission 
and we really work as a team, which in theory is what it really 
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ought to be all about anyway, figuring out how we have that kind 
of teamwork. 

I think during the decade of the 1980's President Reagan, a 
person who had broad public support, neverthriess came in with 
enormous skepticism about government. In fact, in speech after 
speech, he would <^ten say government waa really the enemy, that 
if government would just stay out or not iomlve itself that 80n» 
how or other we would get a better girtcwaOi. t think a lot of that 
viewpoiiit.ia stift around and Vm tommmril! aftoiifc it beeattse I 
atoBk thatifwte^i^t get past tfmfcideSfcaHrii iiwilirt 1 that we^ve 



realty got to have some national UmmmAjmoB ii we're goiag to 

OGOtiBBla 



produce an eooaocHnic surge, that oottntriaa Mka Ja|ian wiB < 
to laufi^ at us^ as I t^ink ^y are today, becanas we cant poH < 
selvee together very effectiv^. Other coaabMs ISce West Oar 
ny that have made aai enormous Boarg^ stnoe World War II 
going to continue to find that our stn^BgMi here are so inept that 
they actually help them accomplish their goals. 

DO we are in this ironic situation where in many cases our inabil- 
ity to think together and work together efSsctively in a sort of a 
team America concept is really handing the game to the other side. 
I don't say the other side in that they are not friends, but their 
interests are different than ours, and they're going to take care of 
their interests and not ours, so the resp<»isibility of looking after 
ours falls to us. 

That's the general problem that we find ourselves in right now. 
So how we go about moving that set of observations and conditions 
up on the radar screen so it becomes a ten on a scale of one to ten 
in terms of public attention and urgency is really the requirement 
that we have. 

I'm racking my brain myself to figure out how we do that. How 
do we go about collecting this wisdom by experts like yourselves, 
getting it into a form where it has some news value. If it's not seen 
to have news value it's like the tree that falls in the forest that no 
one hears. It's ironic because this is what people need to get a 
sense for, and this is what the young people in the country need to 
understand if they are going to have much of a future, much of an 
economic future or even a national security future. 

With that all said and with you having riven your own assess- 
ment as to what you think the urgency of this is on a scale of one 
to ten, let me go into some of the specific questions I think are im- 
portant for us to pursue in detail. 

Mr. Schwartz, on page 4 of your testimony you say as follows: 

The Government needs to i^tematically collect and analyze data related to for- 
eign ownership and foreign dependency. It is one of the astounding facts of the com- 
puter age that the U.S. (S>vemment does not know the extent of foreim penetratum 
m our defense marketplace and the degree to which we depend upon foreign suppli- 
ers for our key materials. 

I absolutely agree with your description. To me it's an astound- 
ing fact too. I'm wondering if the rest of you agree with that and if 
it concerns you, what kind of legislative provisions should we adopt 
to fix that problem— I mean to fix it? And I'd take whatever 
thoughts you could give me now and if you want to elaborate for 
the record, I want you to feel free to do that too. But let me just 
see who might have some suggestions here. Mr. Gansler. 
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Mr. Gansler. It seems to me that you have to start by defining 
what are the critical technologies or industries that you are inter- 
ested in, because you can quickly get into such an extensive •and 
long list of foreign dependencies — ^we're not going to eliminate a 
^dbally interdependent world today, or in the future, and we don't 
want to do that. 

Therefore, what I would argue is we want to start from some 
dear definition of what we define as critical to the United States, 
and I would argue it's probably down at the subtiers — in the tedi- 
nology levels of semiconductors and supercomputers and new mate- 
rials and manufacturing technology equipment and so forth. 

In those areas, I do believe that what Paul was arguing for, a far 
greater visibility, is absolutely essential and we do not have that 
today. 

The CHAmMAN. You mentioned four specific ones just now. 
Would those four be on your list of things that we should start 
with? 

Mr. Gansler. Yes. I would establish criteria for establishing that 
list so that socks, shoes, and underwear do not also end up on the 
list — ^because the soldiers wear them. And there's a very real 
danger, as you know, politically, of that happening. Therefore, one 
has to sort out, objectively, and assess what is critical; and I would 
argue it should be in terms of ''defense essential". It should be in 
terms of high technology. It should be in terms of those areas that 
are vulnendble. 

The CHAmMAN. But there are some that are obvious right now, 
even without setting up the criteria. There are some where the red 
li{^ts are flashing. 

Mr. Gansler. And even in those areas people have started doing 
vidnerability alnalyses to prove it, if there are still skeptics. 

The Chairbcan. What are in the obvious flashing red light cate- 
gories? I want you just to go back a minute. You mentioned 

Mr. Gansler. Some of the electronics areas, semiconductors and 
some critical next generation electronic equipment, and software, 
supercomputers, next generation materials and manufacturing 
technology — I would put that very high on the list. 

The CHAmBCAN. So those are very specific. Those come right off 
the top of your head. 

Mr. Gansler. What's interesting about those is theyare essential 
not only to defense but to national competitiveness. The overlap is 
enormous. 

The CHAmMAN. General Marsh, what's your thought on this? 

General Marsh. Well, I concur pretty much with what Jack said. 
The Defense Authorization Act of 1989, as I mentioned, did require 
the services to do a study of one system each and to start to get at 
this problem. My checking indicates that that analysis is now un- 
derway. I surely accept Mr. Schwartz' point that we've got all the 
computer canabili^ to track our components and so on, so we 
oiu^ to be eble to know where they are coming from. 

Uentifying these soK^ed critical dependencies is the key, as 
Jacksiud. 

The Chaihican. Yes. Let me ask your thinking on that specifical- 
ly. As you sit here ri^t now— yoa ve lived this pretty much your 



Digitized by 



Google 



150 

whole life — what are the obvious sort of flashing red lij^t areas 
that we know right now we need to be tracking? 

General Marsh. One of them is the underpinning of the micro- 
electronics industry. When I say underpinning, Fm talking about 
the manufacturing technology that underlies the microchips and 
read-only memories and so on. It's one thing to produce the cbdps 
here but we no longer have the, capability to produce the underqr- 
ing machine tools. Tlie machine tool industry of the microchip in- 
dustry has departed and that portends a terrible future for micro- 
electronics. Once you lose the manufacturing technology, for sure 
you're going to lose eventually the microelectronics capability 
itself. 

That's such a pervasive capability to all commercial and military 
hardware that it's of fundamental importance in my judgment. 

The Chairman. What else would be in that category that comes 
to mind? 

General Marsh. I would broaden it out to manufacturing tech- 
nology of other capabilities, machine tools of all kinds, numerically 
controlled, advanced robotics, and so forth. Again, it's the under- 
pinning of our manufacturing capability that's departed. 

The Chairman. And when you put what you've just said against 
this broad philosophic rough-hewn debate that goes on about pick- 
ing winners and losers, what goes off in my mind when you say 
that that debate is irrelevant to your point. In other words, if you 
want to be a winner as a nation in the future, you'd better make 
sure you're going to be a winner in this area, period, no matter 
how it gets done. If the private sector will do it, all well and good. 
If the private sector can t do it, then you need a stronger effort in 
the national interest with some public-private sector mixture of 
strat^;y and so forth. If you want to be a winner as a country in 
the future, you'd better make sure you get that one done, period, 
and not get hung up in a philosophic debate about it. 

General Marsh. I agree, Mr. Chairman. I think SEMATECH was 
a good example. I served on that defense science board task force 
that arrived at the conclusion that we ought to have a SEMA- 
TECH. But there, the rationale was that it was, again, the manu- 
facturing capability, the lithography capabilities, the advanced x- 
ray capability, and so on. We didn't have that capability any longer 
in the United States and we concluded that it wasn't in any indi- 
vidual manufacturer's interest to go do that himself, to invent the 
machinery that would allow him to make and manufacture micro- 
chips. Consequently, it's in the national interest for the Govern- 
ment to intervene in a situation like that. 

The Chairman. Mr. Schwartz. 

Mr. Schwartz. Senator, rather than go through a list of the crit- 
ical industries because I think intelligent people can put different 
priorities on different items and that's going to be a test itself, I 
think it's very important to recognize that we should not get 
caught up in the process of how to while the bam is burning. I 
think we ve got to get some water onto the site immediately and 
throw it on the bam doors. 

Fm struck with your suggestion I read the other day that jrou 
would like to see come out of these committee hearings a crash 
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course reroonse so that we're not involved in a very long process 
legislatively or govemmentally. 

The Chairman. Because we're late already. That's the problem. 
We're so behind the curve that if we debate, process and debate 
structure and debate this and debate that, by the time we finally 
respond we're going to be even further out of the game in my view. 

Mr. ScHWABTZ. £r I were to suggest one item that I would in the 
process be concerned about, I would be concerned about tihie cost of 
camtal in the United States. 

When you look at the fact that in Japan, for example, the stock 
market by virtue of the fact that it has a four or five multiple of 
earnings per share multiples related to the New York Stock Ex- 
change means that the cost of raising capital in Japan is 25 per- 
cent or 30 percent of what it is in the United States. Their direct 
interest rates are half of what it is here. 

So I would suggest and I would like to take advantage and 
impose upon this committee the fact that the chairman has multi- 
roles in tax areas and other areas, I would like to see some specific 
suggestion, for example, that if stockholders in the United States 
could get some relief in turning over their investment in high tech 
companies that have become successful and are laige and are able 
to reach capital markets on their own now, if they sell those invest- 
ments without having a capital gains tax, if they invest those same 
sums in new emeiging technologies and have the cost basis from a 
taxpoint of view, just delaying a tax liability 

The CHAmBCAN. It's the same thing we apply if somebody sells a 
house and buys another house. 

Mr. Schwartz. Yes. And that is an incentive for rollover, freeing 
up of capital for emeiging industries. I think that the cost of cap- 
ital is probably the most striking thing that we have to be con- 
cerned about — not the only one, but a very striking thing. 

I think we have to have strategies in tnis country that allow for 
investment in emeiging technologies, not only defense but other- 
wise as well. 

The Chairbcan. Mr. Math, would ^ou like to put anything on the 
list that you think is sort of a flasmng red light area? The debate 
really should end and we should select some items to track right 
now. 

Mr. Math. I don't have anything to add to that list. I would rein- 
force what was put on the Ust such as manufacturing technology 
and computers and those type of items. 

I think it is imperative to reinforce what Jack was saying, that 
the last efifort that was performed to identify critical industry came 
up with 215 and I think what we're looking for is a combination of 
what Jack and Bernard said and what ^ou said, Mr. Chairman, 
that we need to identify those flashing lights and act accordingly 
and throw the water on the fire. 

But I don't think we can address 250 so-called critical industries 
because I don't think that number is obviously that high. 

Mr. Gansler. Let me comment on that because the Japanese did 
the same thing and I'm sure some of you have read their report on 
technologies for the ^ear 2015, and they had around 315 technol- 
ogies that they identified and went through in very detailed fadi- 
ion — much more than we, where we just identified what are the 
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list; they actually had a plan to do something about it, which seems 
to be much more useful. 

But then they went down from that to something like 32 that 
were really the critical ones that everyone in the nation could 
focus on and for which there would be even extra rewards. I think 
that's what Paul is talking about, that we can't afford to do some- 
thing about all 315 but we want to track those because some of 
those may be the big items in 10 years, and keep track of those as 
well. 

The difference in approach to that list is, I think, very signifi- 
cant; and of course the Japanese list was not just a defense 1&. It 
was a ''dual use" list. 

The Chairman. Let me ask you this. You have all either been at 
a very high level in the private sector or are now or had great con- 
tact with it. I've talked to a great number of CEOs across the coun- 
try who express this very high level of concern and a real sense of 
urgency about this erosion of our international competitive posi- 
tion. 

Why is it that the business community as a whole isn't just 
knocking down the door here in Washington, whether it's the aoor 
in the White House or the door of the Senate Finance Committee 
or any relevant door in Washington? Why isn't the business com- 
munity in this country on a broad scale basis demanding and in- 
sisting on a higher sense of urgency and a focused response to this 
problem because it really isn't happening on a broad bains. Why 
isn't it happening? 

General Marsh. I would volunteer a comment. At least from the 
defense industry point of view, I think the adversarial relationship 
that has built up over the last 10 to 15 years is so bad that the 
defense industry is on the defensive. I think they are trying to hold 
their own against a multitude of measures that seem to come by 
day after day, year after year, that make business even more diffi- 
cult, make increases in productivity, investment decisions much, 
much more difficult. Consequently, I think they are recdly in a de- 
fensive posture. 

Now, I can't speak for the industry as a whole as to why they are 
not speaking up; although I do read quite a bit on that. I'm not 
sure it falls on the right ears. 

Mr. Gansler. It's not clear who they should go to talk to. You 
pointed out that within the Congress there's not a coherence be- 
tween the economic issues and the military issues. Well, that same 
conflict, in a way exists, within the executive branch. Then, on top 
of that, you have this "religious" debate over free trade versus 
what some people seem to thmk of as a totally planned economy — 
if there is any form of analysis done on critical sectors. So there's 
not a welcome mat out for any people to suggest such initiatives 
within either the executive or the legislative branch. 

Mr. Schwartz. If I may, we €u-e talking about the defense indus- 
try and I can't talk about industry generally, but in the defense in- 
dustry General Marsh is exactly right. I thmk industry leaders are 
in a state of shock. We've gone for a period of 6 or 7 or 8 years 
where every relationship with the Government has been a negative 
one, a negative one for industry — super regulation, investigations, 
extraordinary cutback in support. There has been a public assault 
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on the image of the defense industry and defense leaders in the in- 
dustry I thmk are in a state of shock and are losing their ability to 
be leaders in the general sense. 

I think that we need to get away from the adversarial role and 
begin to recognize that there are patriots in the defense industry 
like there is in any other industry and their views should be looked 
at regularly. 

I think luso, with all due respect, there is an ideology in this his- 
tory of this government that you alluded to before and there's a 
skepticism in the business community that when government gets 
involved bureaucratic structures become imposed and decisions 
become stretched out But I think it's easy to find a middle ground 
here and be constructive and I hope your efforts and the commit- 
tee's efforts in that regard continue. 

The Chairman. The thing that's so distressing is that the 
changed nature of the world economies come on so powerfully and 
really quite rapidly as we measure time and, as that chart shows, 
in terms of the reversal of our international economic position. So 
it's so difificult for a country that's used to be riding on top with 
sort of standard kind of an effort to suddenly have to cope with the 
notion of finding that something different is needed and even some- 
thing that may be sort of alien to what our normal impulses are. 
All of the comparisons that have been done between the Japanese 
approach and the Japanese model and what's created their success 
or even the German model, which is different but highly successful 
since World War n, have ended, and so have the lessons we can 
draw from these comparisons in terms of how we engineer a surge 
in this new competitive arrangement. It's a very, very difficult 
process because it involves this self-examination and the change in 
certain behaviors we have become accustomed to, even addicted to, 
part of it being the adversarial arrangements that are all over the 
lot right now. In fact, most of the stories you read about are of a 
n^^tive nature rather than along the lines of what we are doing 
to figure out how we can make something positive happen or work 
together. It's a real dilemma. 

I was reading the other day, if I remember the numbers right, 
that in our society now we have one lawyer for every 270 people 
and that seemed to me like a lot of lawyers for the population. I 
don't know what we have in the way of brain surgeons or physics 
teachers or other things, but I think it's again partly the nature of 
the way in which we have been able over our 200-year history to 
have one kind of lay of the land here and enormous natural advan- 
tages in addition to our philosophy which has worked so well for us 
and our free market philosophy and what have you in terms of 
having plenty of oil and having oceans separating us from some of 
the other international conflicts. 

But now somehow we're going to have to get this sense of urgen- 
cv out l^ere and across to the country and we've got to make a 
sharp turning about and we've got to have the debate, but we can't 
debate for 10 years or the a4justment won't be a very relevant ad- 
justment. We are already late in a sense. If we had really been 
smart, we would have done something back here when we started 
to see what was going on here to say, wait a minute, we don't want 
to be down in tins zone. We don't want to ride this curve, so what 
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can we be doing here? We still don't have a relevant strategy. I 
have never even seen this chart in a msgor national newspaper, 
just in terms of somebody going through the newspaper from the 
front page and the Trump story through to how the NBA teams 
did last night where someone might hit upon a chart like that 
somewhere in the newspaper, they can't find it because it isn't 
there. I don't know how we somehow create the news value. 

In terms of the splits in the Government, there are splits in the 
Government and we have talked about some just in terms of juris- 
diction. We do have a President of the United States and he's a 
hands-on President and he's a smart guy and he wants to do a good 
job and one place where the business community should go today is 
to the White House and to knock on the front door and ask to sit 
down with the President — a cross-section of serious business lead- 
ers — and talk about this problem. I mean really talk about it be- 
cause if this President doesn't figure it out at some point, whether 
in one term or in two, he's going to find that he's going to go down 
in history as having missed the turn as well. You will be doing him 
a favor and everybodv a favor if that happened. 

I'd like to see the business community do that, not just the part 
that's in the defense area that rests upon our manufacturing capa- 
bility, but people outside the defense area but cdso very much in- 
volved in the manufacturing base of this country. They certainly 
would be working allies who share this concern. They tell it to me 
every single day. That's the group that ought to be down there 
asking to get in, whether you come in behind the 49ers or after the 
49ers, the important thing is to get in and have a serious discus- 
sion. I think this is a President that you can talk to and who will 
think about this, but not if he's not confronted with it. I'm not sure 
internally his stafT is going to walk in and say, ''Mr. President, 
there is this erosion of the U.S. competitive position and talk about 
bold strategies for turning it around. I'm not sure it will come that 
way. I think it's going to take some real hitters out of the private 
sector who are dealing with this every day coming in as a broad- 
based group, people from the electronics industry and others. I 
don't think it should just be defense industry people. I think you're 
right. There's been a histoiy in the last 10 years and there will be 
the whole question that this is just self-interest with the cold war 
ending and the Berlin wall falling down. Really try to get these 
views focused. So that's one place to go. 

I also think that group could make some stops here on Capitol 
Hill. There are committees, even though the junsdictions are split 
up that are the important and relevant committees. The way the 
Congress works, if something is put right square in the middle of 
the radar screen and forced to listen, we tend to deal with it. But 
the private sector can't fall victim to some of this hubris either of 
saying, well, government is a pcdn or government is the enemy. 
The Government is us and we are going to have to think in terms 
of team America whether we like it or not or else we're going to 
have our clocks cleaned by team Japan or team Germany and team 
Taiwan and team Korea who are cleaning our clocks today. 

So I'm not quite sure how we go about 'getting that done in the 
private sector. We're doing some things to get it done here in terms 
of figuring out how we cross-connect the pieces so that we can at 
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least get a coherent framework and capture the problems so we 
can aim a package of answers to that problem. We're going to do 
that in this committee. We will produce such a packed, even H 
parts of it fall within the jurisdiction of other committees which 
would obviously be a suggestion that they act on that part of it. 

But somebody has got to put together sort of a wall-to-wall defi- 
nition of the problem and a proposed solution to it. But the private 
sector has really got to get into the act here and Tm not quite 
sure— maybe you've got some more ideas on that. 

Mr. Schwartz. Just one quick observation. I think that my own 
personal experience might be useful. Business people are suspicious 
that efforts in trying to educate the Government or the White 
House or whatever is a long-term, almost fruitless exercise. I don't 
think that is necessarily true, but I think that is the general suspi- 
cion. 

This is the second time I have ever appeared before a congres- 
sional hearing. I would not have come here today except for the 
personal request from yourself. The fact is it was a very rewarding 
experience, and I do feel that there is a response, and it's this kind 
of dialog that I think is very important to get more and more busi- 
ness people to come into the framework of a dialog. 

I would also hope that the efforts that you and your colleagues 
make are not only at the lacocas and the Roger Smiths, but you 
have to get into the second and third tier of individuals because 
th^ also are centers of influence and can marshall public opinion. 

The Chairman. Right, I agree with that. 

Mr. Schwartz. There is a serious question, and I don't think 
anybodv in America really is as comfortable about our industrial 
strength as we were 10, 15 or 20 years ago, and there is a great 
concern about what to do about it. 

The dialog has been very helpful, and I would congratulate you 
and if you could continue to bring people like myself into the proc- 
ess I think it would be helpful both ways. 

The CHAmnftAN. I appreciate that. I want to cite something that 
happened last year. We had these five hearings last year. Now they 
didn't get a lot of attention because the savings and loan issue was 
in here and we had to get that done and it got a lot of attention 
and so forth. 

But think about this for a minute. We had John Reed from Citi- 
corp in here talking about these issues from a financial services 
point of view and he made many of the same points, albeit sort of 
through the perspective of somebody who is a world class player, 
our largest American bcmking institution on the international 
scene. 

We had Bobbie Inman in here who was able to speak about these 
same kinds of issues from his vantage point as having run the CIA 
and now of course having gone out into the private sector. 

We had people like Frank Carlucci who testified. We had Galvin 
come in and testify. We had some Nobel Laureate economists come 
in. We happened to have bad weather that day, and I guess one 
was in an automobile accident and didn't get here. But we've been 
able here to hear from really renowned persons who can bring 
enormously relevant, up-to-the-minute perspectives on an urgent 
national problem, and I think the most urgent because we could 
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talk about what we want to do in AIDS research or how for the 
homeless people to get all the folks off the hot air grates here in 
Washington or how we are going to beef up education, and if we 
can't pay for it, we can't do anything. 

In other words, vouVe got to have the econcHnic strength of the 
country woricing tw you. You've got to have that engine really 
pumping out the nati<mal income, and ycwi've giDfc to Imve peoiple 
working at a sophisticated level of efibrt and you've goi to have 
high value added wwk gomg <ni ff yem wtet to have hij^ vate^ 
aMed consunytiop, smd ii you don't hmwe an e ci a wMC syiSem that; 
m reBlfy memag amA reidfar strcmgodirM^up tiMmaM 
even wiUi, if not ahea4 of ai^Hbo^ tkm m the wofid, yoo om tarn 
dbout dei^ng with these other praUens^ but there »en't 01M 
pomts of \igBt out there to get the job done if you don't hatve 
national income underneath it 

As thk chart shows in temn of oiur intematioiial oompttrisoui 
here, we don't have that any more. That's why we're borrowing all 
this mcmey from the Japanese. Mcmey that used to be ours we are 
now borrowing. The money is now theirs, we've got their Tovotas 
and they've got the money and we're borrowing the money badL 

It's interesting that of our Federal debt outstanding right now, 
and of course it has gone up enormously in terms of total volume 
of outstanding U.S. debt, and I can't give you the figure without 
having it in front of me, but 15 percent of it was held by foreign 
holders of that debt, roughly 7 or 8 years ago, and it's up to 20 per- 
cent now. But it's rising in such a way that this dependence upon 
foreign lending is another kind of strategic constraint. 

I mean if you've got to rely on a foreign-built component to make 
a rocket work or to make the control system of a very sophisticated 
aircraft work^ and all of a sudden it's not there, it's were at a price 
that is prohibitive, or you can't get it at any price, sJl of the 
sudden you've got a real problem. Tlie same thing is true with cap- 
ital. If we were relying on foreign capital and it either isn't there 
or it's there at too high a rate, you're out of the game. 

So these constraints that are pressing in on us, it seems to me, 
are putting in jeopardy all of the things that we've earned over 200 
years. I mean the professional accomplishments of yourselves and 
everybody else in this country that has gotten us up to a certain 
point of achievement are now really at risk, and I mean at very 
profound risk. And yet we don't seem to be able to somehow get 
that point of view across to ourselves as a country and kick off a 
serious debate about a msgor economic a4justment strategy that 
has now got to go on. 

I must also say this, that I think that the ending of the cold war 
in a sense, as welcome as that is and as important as it is in terms 
of the developments in Eastern Europe, I think also could have the 
effect of deterring us from having the kind of serious focused dis- 
cussion on how we rationalize our economic system and make it 
stronger for the future. 

I see the potential here to take this in such a way as to say that 
well now the Government even has less a broad national concern, a 
broad strategic concern and the Government can back out a little 
more and we 11 let the private market system work, and the private 
market system that may be working is the success of a Japanese 
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company and a Taiwanese company and a German company, and I 
don't aim this at any particular nation, but without the corre- 
sponding growth of strength here at home with companies that are 
producing their wealth in this country and the jobs and the eco- 
nomic strength here. 

So we're going to press ahead here, and you're coming today and 
engaging in this kind of serious discussion is critical to us being 
able to put our work product together. I hope to do it on a biparti- 
san basis. I have lived in both parties and I think we do better if 
we do things on a bipartisan basis than getting split up bv parties. 
I hope we can and I think we can because I detect generally across 
both party aisles a rising level of anxiety and apprehension about 
these trend lines and the danger to the future. 

I want to pursue just one or two other questions here and then I 
think we'll finish with that. 

I have a question that I'm going to ask you to respond to, and 
that is as we also become more dependent upon foreign suppliers 
for key components or for items in our militaiy cmseniEd, is it im- 
portant for us to distinguish between countries in that area, or are 
there buildups in specific countries or areas of the world that add 
another dimension to that problem that we should think about? In 
other words, how should we go about envisioning that? 

For example, in the case of Canada, and Canada is in very large 
measure a part of our industrial base now, we have got the Free 
Trade Agreement in place and so forth. So they would seem to fall 
into a somewhat different kind of cat^ory as nearly as we could 
tell. But with respect to the rest of the world, are there other con- 
cerns that we should be thinking about with respect to where our 
reliance and critical items may be piling up to too great an extent? 

Mr. Gansler. 

Mr. Gansler. I think one important distinction we need to make 
is between a dependence and a vulnerability. The fact that we get 
parts from offshore doesn't mean we are necessarily vulnerable. If 
we don't have a substitute or if we don't have the ability to do en- 
gineering work in that field or don't have, as Tom said, the mcmu- 
lacturing tools to do work in that field, and if we are dependent on 
a single country or particularly a single company in that country 
or multiple companies in that country — two or three — then we are 
much more vulnerable. 

It's in a lot of ways analogous to the antitrust considerations 
that we've historically used domestically, where we've asked what 
share of the total market is controlled by four firms in the United 
States. Well, you can try to expand that model, perhaps, to consid- 
er how many countries are you bu3dng that critical part from, and 
if it turns out to be one, then you're very susceptible to vulnerabil- 
ity from that country. Even if it's multiple companies in that coun- 
try, you have the ability of that country to turn the lever on and 
off. 

So it's more than just simply saying today I'm bu3dng my part 
from country ''X" and is that a dependable country. Clearly that's 
a relevant question, and in most of these cases these are at least 
military cQlies. So you get into other questions, that is, of economic 
competitiveness. 

The Chairman. Anybody else want to add anything? 
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Mr. Math. 

Mr. Math. Mr. Chairman, I would fully support what Jack is 
talking about. There are models available in the stockpile when we 
talk about materials and the same type of analyses are made, not 
only whether we get the item or material from a particular coun- 
try, but how vulnerable is that country in a time of war. So I think 
there are models available and examples available that could be 
used and should be used in determining what components and as- 
sembles should also be stockpiled. 

The Chahibian. Let me just in concluding ask if any of you have 
any final thoughts that you want to express before we close the 
committee record for today? Does anybody have any postscripts? 

General Marsh. Mr. Chairman, I have one. It seems to me that 
most studies have determined that the Federal Government to this 
point has sponsored about half of the nation's, what you might call, 
technology base programs. Now historically that has been the case 
ever since World War II. Of that 50 percent that the Federal Gov- 
ernment provides, the Department of Defense provides about 60 or 
70 percent. It has been estimated as high as 70 percent. 

As the defense drawdown occurs, one has to be concerned about 
the support to the nation's technology base being drawn down in a 
proportional way. If so, it will be coimterproductive to the very 
goals that we've talked about here today, and I think a special eye 
has to be kept on that particular problem. 

The Chairman. Well, I think that's a very important point. I'm 
also reminded of the fact that when you think about what we've 
done in the space program, just this one area, and the period when 
we were making the trips to the moon, and we took Americans up 
to the moon and landed on the moon, got out, took a look aroimd, 
did some scientific work and so forth and brought those people 
back safely, what an incredible example of, if you will, team Amer- 
ica where government and the private sector and citizens got to- 
gether with a focused assignment and in a relatively short space of 
time, really the period of a decade, decided that we were going to 
set that goal and go and accomplish it, impossibly difficult when 
you start out. I mean even today even though we've done it, it 
seems hard to imagine that in fact we did because we've sort of 
gotten away from that particular kind of a program. 

I think there are models if we remind ourselves of them of the 
fact that we do know how to work together as a team. In World 
War II in my home town of Flint, Michigan when we had to go to 
war production, which we did in the automobile plants there, the 
nature of that conversion and the success of that effort is just abso- 
lutely incredible. 

We can do these thin^. You know, there isn't anything wrong 
with the American capacity or the American will or the American 
ingenuity if we can get ourselves put together properly. If we can 
thmk and work as a team and define some strat^c goals for our- 
selves, I have no doubt that we can get there. 

I also have to say that if we're divided and we're going off in a 
lot of different directions and we're at war with ourselves and we 
are not setting very tough and demanding strategic goals for our- 
selves, we're not going to get there. It's not going to happen by ac- 
cident. There is no way that the market system today in terms of 
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the way the world works is going to move the United States quick- 
ly and directly to the goals that we need to meet. We need to sort 
of pull everybody together if we are going to get that done, and I 
think today will help us down that track. 

Thank you very much for your appearances today. 

The committee stands in recess. 

[The committee recessed at 11:55 a.m., subject to the call of the 
Chair.] 
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LEGISLATIVE PROPOSALS TO REAUTHORIZE 
THE DEFENSE PRODUCTION ACT OF 1950 



THURSDAY, MARCH 8, 1990 

U.S. Senate, 
Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 
The committee met at 10 a.m., in room SD-538, Dirksen Senate 
Office Building, Senator Dixon presiding. 

Present: Senators Dixon, Shelby, Heinz, D'Amato, Bond, and 
Pressler. 

OPENING STATEMENT OF SENATOR DIXON 

Senator Dixon. Good morning, ladies and gentlemen and my 
good friend, the Senator from New York, Senator D'Amato. 

This morning the committee continues its hearings on the reau- 
thorization of the Defense Production Act of 1950 and S. 1379, the 
Defense Production Act Amendments of 1989. 

This is the third day of legislative hearings on the bill and it's 
the sixth day of committee hearings looking at the overall health 
of America's industrial base and technology base which support 
our national defense. 

The news, I regret to say, has not been very encouraging. The 
common themes in the testimony received from the many thought- 
ful witnesses with extensive experience in industry and govern- 
ment have been disturbingly consistent. The strength of the Na- 
tion's industrial base and technology base is being steadily eroded 
across the board. 

In some segments, the erosion has reached crisis proportions. 

Despite the brilliance of our innovators and our entrepreneurial 
spirit, American businesses, large and small, are too frequently 
coming in second place in the international marketplace. 

Government has played a role in this decline through a policy of 
benign neglect. Many of the witnesses urge that we lack coherent 
governmental policies aimed at fostering the success of American 
nrms in what can only be called a fiercely competitive global econ- 
omy. 

Many dismiss the notion that the rationalizati<m of government 
policies affecting American business competitiveness must inevita- 
bly evolve into some sinister industrial policy, what Senator Heinz 
of Pennsylvania refers to as the "IP word." 

Rather, they suggest that such policy choices are already being 
made on virtually a dailv basis in the executive as well as in the 
Congress. Tax laws, trade policies, appropriations all help define 
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winners and losers. Unfortunately, segments of our economy too 
frequently find that they've been made winners by one set of ac- 
tions and then promptly been made losers by another set of ac- 
tions. 

Many of the witnesses appearing before this committee strongly 
urged that government action was not the real danger, but rather 
haphazard government action. They point out that American firms 
developing the cutting edge technologies that will assure fiiture 
economic leadership are left to go it alone. 

This situation is in stark contrast of course with their business 
competitors in many other nations. They urge that action must be 
taken especially to arrest the decline in defense, industrial and 
technology base. Continued erosion will sorely limit our ability to 
produce technologically superior military systems in a cost-effective 
way to preserve the peace or to successfiilly meet increased de- 
mands in times of national emergency. 

Investment must be encouraged. Impediments to joint action 
among companies must be eliminated. 

Prior witness have expressed support for the provisions in 
S. 1379, which I introduced with the cosponsorship of Senators 
Heinz, Shelby, Wirth and my good friend from New York State, 
Senator D'Amato. 

Today the situation is likely to be different. The statements of 
the representatives of the Office of Management and Budget and 
the Department of Defense basically say that there is no need for 
most of the provisions of S. 1379, "We've already got the situation 
under control." 

In contrast, the statement Tom Murrin, now Deputy Secretary of 
Commerce, reflects a recognition that very serious problems e^dst 
and corrective actions are needed. 

As Chairman of the Defense Manufacturing Board and in other 
positions, he has always displayed a commendable blend of 
thoughtful reflection and effective action. Hopefully, he will be 
able to bring both traits to hear on the critical issues before us. 

Despite OMB's expressions of reservation, I look forward to un- 
derstanding the administration's concerns with the bill. Ever the 
optimist, I will continue to try to identify and capitalize on any 
glimmers of support for the initiatives proposed in S. 1379. 

Now I am delighted to have my warm friend from New York 
State here and I wonder if he has any opening statement. Senator 
D'Amato. 

Senator D'Abcato. Mr. Chairman, unfortunately, I have two 
other subcommittee hearings, but I would like to submit a state- 
ment for the record and ask that it be included as if read in its 
entirety. 

Mr. Chairman, let me simply take this opportunity to welcome 
our distinguished witness, Mr. Murrin. He always has been very 
candid with this committee. And commend you for your leadership. 
You certainly touch on an area that I believe you refer to as 
benign neglect. It's an area that certainly at the least we can and I 
believe must do better. So I commend you for these hearings and 
I'm sorry I'm not going to be able to participate. 
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OnBNING STATEMENT OF SENATOR D'AMATO 

Mr. Chairman, today we hear from a distinguished group of wit- 
nesies their views on the S. 1379, the Defense Production Act 
Amendments of 1989. As an <»iginal coeponaor oi this measure, let 
me thank our colleague Senator IXxon for his extraordinary and 
ambitious efforts to date in developing this important and complex 
piece oi legislation, and Chairman Reigle for scheduling these hear- 



iiere exists substantial evid^ice that the United States Defense 
Industrial Base [DIB] is imder severe strain, and has begun down a 
path of erosion despite a massive infusion of resources during the 
Reagan administration. The General Acoountii^ Office [GAO], The 
Office of Technology Assessment [OTA], the Air Force Association 

iAFAX and the Center for Strat^c and International Studies 
CSC^ have all detailed this disturbing trend. 

The consequences of a further decline in the DIB could be grave. 
Although today we witness the thawing of relations with the Soviet 
Union, the ending of r^onal conflict and the continued spread of 
democratic ideals, the potential for armed conflict can never be dis- 
counted. If the United States loses a significant technological and 
industrial capability, we would simply be imable to meet peril head 
on. 

In the post-war period, the U.S. defense posture has relied princi- 
pally upon the technological superiority of our weapon systems, 
rather than i^eer numbers. The wisdom and effectiveness of this 
strategy has been demonstrated numerous times, and, of course, 
has alwfl^ been inredicated upon a general U.S. technological supe- 
riority. Without a robust technological base, therefore, the strat^c 
founcUttion of our armed forces would whither away. 

The Defense Production Act Amendments of 1989 will give to the 
President of the United States needed authority to maintain our 
technological superiority, and the resources to arrest any decline in 
our Defense Industrial Base. I look forward to the remarks of 
today's panelists. 

Thank you, Mr. Chairman. 

Senator Dixon. I thank the distinguished Senator from New 
York State and we are pleased to have here the Honorable Thomas 
J. Murrin, Deputy Secretary of the Department of Commerce. Tom, 
we are delighted to have you here this morning. Thanks for honor- 
ing us by coming. 

before we be^ I have a statement from Senator Sasser. 

[The prepared statement of Senator Sasser follows:] 

PSEPAHSD StATEMKNT OF SlNATOE SaSBER 

Mr. Chairman, today we are going to hear the administration's point of view on the 
Defense Production Act. From the witnesses statements, I can see that we are all in 
agreement about the timeliness of this hearing and the importance of the Defense 
Production Act However, I also see that the administration's recommendations do not 
go as far as those of my colleague from Illinois, Senator Dixon. 

When Deputy Secretary Murrin pointed out, ''The DPA was developed in a time 
when the United States was the unrivaled economic and technological leader. Even 
then, a DPA was necessary. In todav's global environment, it is even more impor- 
tant," I think he made a good point It Is time to update the DPA. 
I about ^ 



Hoiwever, I have oonoems about whether the acuninistration biU goes far enou|dL 
Two of the most important provisions included in Senator Dizpn's mil, S. 1879, toe 
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exemption of approved joint research ventures fixHn antitrust requirements and the 
provisions intended to counter unfair foreign competition, have not been included in 
the administration package. In order for the DPA to be effective, it must be compre- 
hensive and substantive. I wiU be interested in hearing the administration's eiiila- 
nations of why the more expansive provisions of Senator Dixon's bill have been 
omitted from meir bill. 

Over the past several weeks, we have heard testimony frcmi numerous experts on 
our competitive status in the defense sector and in the developuig technology. Time 
and time again, the dual calls for both greater Government involvement to help 
foster new technology* and less Government rodtape have been sounded. We have a 
difficult balance to strike. Yet we must act and act quickly. These hearings are pro- 
viding an excellent forum for establishing the Government's role in this defense pro- 
duction. I commend the chairman for his leadership and foresight on the DPA 



STATEMENT OF THOMAS J. MURRIN, DEPUTY SECRETARY, 
DEPARTMENT OF COMMERCE 

Mr. MuRRiN. Thank you very much. Good mornings Mr. Chair- 
man and Senator D'Amato. I am truly pleased to be here to discuss 
an issue which has been of special concern to me, our defense in- 
dustrial base. 

I have a full written statement for the record which I would like 
to submit with your permission. 

Senator Dixon. That will be reproduced in the record in full. 

Mr. MuRRiN. Thank you, sir. 

In addition, the Department is very aware of S. 1379 and I will 
try to answer questions you may have about that proposal. 

In my remarks I'd like to now focus on the issue in a broader 
sense. The growing and technological vigorous industrial base is 
vital to both our military and economic security. Yet over the past 
decade or so America's technological superiority has diminished. 

This is due in part to the vigorous efforts and success of other 
nations in building up their own capabilities. The international en- 
vironment has chamged dramatically. Both defense and commercial 
markets have globalized and our nation is increasingly dependent 
on foreign sources for a wide range of equipment, components and 
even technologies. 

It is essential that our Government foster the proper environ- 
ment and policies to ensure that our industry remains at the tech- 
nological forefront and is able to exploit emerging technologies in 
both the defense and commercial arenas. 

As stated in this administration's proposed Defense Production 
Act, S. 2168, it is the responsibility of the Government to "assess 
the capability of the defense industrial base to satisfy peacetime 
surge and mobilization requirements and to take necessary actions 
to ensure that adequate domestic production capacity exists to sat- 
isfy these requirements." 

ft is clear that the authorities provided by the Defense Produc- 
tion Act are a critical tool in ensuring the long-term viability of 
our defense industrial base. But defense industrial issues are much 
broader. The dramatic ^obalization of technology is perhaps the 
single most dominant mdustrial development over the past 10 
years. It sets the tone for any discussion about policies regarding 
the industrial base. 

During the past several decades, many American companies 
became multinational with migor operations in other countries. 
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Their interest and allegiances, however, remained American. More 
recently, we've seen the emergence of truly intemationsd compa- 
nies with international interesjt taking top priority. Tlie conse- 
quences of these companies' decisions sixmt plant location, hiring, 
R&D investments and the like on U.S. citizens and on our industri- 
al base seem of secondary importance to them. 

Markets now are global to a degree only imagined a decade ^o. 
To be successful, companies must develop and offer products sale- 
able in the international marketplace. And the competition is 
global too, of course. It's easy to focus on Japan, but the challenge 
comes from others, including South Korea and other Pacific Run 
nations. 

I commend to you an excellent recent report by the Defense Sci- 
ence Board on the Pacific Rim. It concludes: 

By the year 2000, the Pacific Rim, led by Japan but with others following on its 
heels, wiU be an even more dominant center of world economic power and wiU 
become a world class technological leader in aerospace, including much defense 
technology, electronics, telecommunications, basic components, and advanced mate- 
rials. 

Competition is truly global. The newly unifying Europeans 
should be thought of not just in terms of the size of their market 
but the likelihood that they may well become stronger competitors 
with U.S. firms for domestic and foreign markets. The prospect 
that the Europeans will link up with each other and with Japcm is 
an added twist to global competition. I can think of no better exam- 
ple that this week's announcement that Daimler-Benz and Mitsubi- 
shi are negotiating a plan for intensive cooperation in automotive 
technology, aerospace, microelectronics, and service industries. 

Moreover, it would be short-sighted to ignore the civilian and 
military technology potential of the Chinese, the East Europeans 
headed rapidly toward democracy, and the Soviets. 

The reality of Soviet competition hit home for me recently when 
I welcomed a Soviet delegation visiting our Commerce Department 
to discuss the potential joint venture dealing with medical equip- 
ment. It turned out that the gentleman headmg the delegation also 
was leading the Soviets' project to apply their impressive rocket 
systems, bmlt up during a chillier defense climate, to the commer- 
cial launch business. They have in mind competing directly with 
our own young commercial launch sector by offering to launch 
communications satellites and other payloads from Australia. 

On the other hand, there is much good that is coming and still 
more good that can be realized from such internationalization and 
specifically the globalization of markets and technologies. This 
trend encourages sharing the financial burden of increasingly so- 
phisticated and costly technologies and large projects, including de- 
fense projects. It spurs the development of new emerging technol- 
ogies and markets whether defense or civilian oriented. But the 
same globalization also carries many risks. 

In the military arena, it makes it much more difficult to control 
sensitive technologies. It makes us, in some cases, inextricably de- 
pendent on other nations and they on us. 

So, balancing the need to compete and to cooperate in an increas- 
ingly interdependent world with a requirement for a technological- 
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ly strong aiid selfnsuflicient defense industrial base is one of the 
great challenges that we face today. 

Along with our many concerns about such recent developments, 
there are encouraging signs for our industrial base. 

First and foremost is the increasing attention these issues are re- 
ceiving and our growing understanding of the linkage between our 
economic and niilitary security. I commend the members of this 
committee for helping to bring these matters into sharper focus. 

The President's recent statements and actions regarding the 
competitiveness challenges facing our country are further evidence 
of our growing commitment to this issue. For instance, I want to be 
sure you are aware of several key announcements made by the 
President just yesterday in remarks to the American Electronics 
Association. 

He announced that the Competitiveness Council, headed by Vice 
President Quayle, was being given the additional assignment of 
finding ways that American industry can better translate new 
ideas and technologies into marketable products. The President 
also said that the administration will support legislation to reduce 
the antitrust uncertainty that may discourage joint production ven- 
tures. 

These actions build upon already announced Presidential initia- 
tives to reform the product liability system, to boost Government 
support for R&D to new record heights, and to encourage produc- 
tivity gains, savings, and long-term investment in high tech indus- 
tries by lowering the cost of capital. 

In addition, I want to single out another very positive develop- 
ment. That is America's increased commitment to quality improve- 
ment, stimulated significantly by the Malcolm Baddrige National 
Quality Aware Process, a cooperative private-public sector under- 
taking that we at Commerce are privileged to manage. 

We still have a long way to go. As a nation we must take effec- 
tive action to ensure that our defense industrial base remains 
internationally competitive and that we productively exploit the 
benefits of technology globalization. 

I thank you for this opportunity. I would be pleased to try to 
answer any questions the committee may have. I also want to note 
that my written statement provides answers to several questions 
the committee posed in the invitation to this hearing. John Rich- 
ards, our Deputy Assistant Secretary for Industrial Resource Ad- 
ministration, will be available as part of your coming panel of wit- 
nesses and he's here with me to help answer any really difficult 
questions that you may have for me. Thank you. 

[The complete prepared statement of Thomas J. Murrin follows:] 
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TESTIMONY OF THE HONORABLE THOMAS J. MURRIN 

DEPUTY SECRETARY OF COMMERCE 

BEFORE THE 

BANKING, HOUSING AND URBAN AFFAIRS COMMITTEE 

U.S. SENATE 

MARCH 8, 1990 



GOOD MORNING MR. CHAIRMAN, MEMBERS OF THE COMMITTEE. I AM 
PLEASED TO BE HERE TODAY TO DISCUSS OUR DEFENSE INDUSTRIAL BASE. 

A GROWING AND TECHNOLOGICALLY VIGOROUS DEFENSE INDUSTRIAL BASE IS 
VITAL TO OUR NATIONAL SECURITY. OUR DETERRENCE POSTURE, AND OUR 
INFLUENCE IN GLOBAL AFFAIRS, DEPENDS UPON THE STRENGTH OF THE 
INDUSTRIAL BASE. 

YET OVER THE PAST DECADE OR SO, AMERICA'S TECHNOLOGICAL 
SUPERIORITY HAS DIMINISHED. THIS IS DUE IN PART TO THE VIGOROUS 
EFFORTS AND SUCCESS OF OTHER NATIONS IN BUILDING UP THEIR OWN 
CAPABILITIES. THE INTERNATIONAL ENVIRONMENT HAS CHANGED 
DRAMATICALLY. 

BOTH COMMERCIAL AND DEFENSE MARKETS HAVE GLOBALIZED SO THAT OUR 
NATION IS INCREASINGLY DEPENDENT ON FOREIGN SOURCES FOR A WIDE 
RANGE OF EQUIPMENT, COMPONENTS, AND EVEN TECHNOLOGIES. AS MANY 
REPUTABLE STUDIES HAVE SHOWN, THE FULL EXTENT OF THIS DEPENDENCE 
IS NOT KNOWN. I CAN TELL YOU THAT EACH DAY I RECEIVE WORRISOME 
NEW REPORTS OF TECHNOLOGY -RELATED DEVELOPMENTS OVERSEAS, OR OF 
U.S. FIRMS WHICH ARE HAVING DIFFICULTIES RETAINING GLOBAL MARKET 
SHARE. 
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IT IS ESSENTIAL THAT OUR GOVERNMENT FOSTER THE PROPER ENVIRONMENT 
AND POLICIES TO ENSURE THAT OUR INDUSTRY REMAINS ON THE 
TECHNOLOGICAL FOREFRONT AND IS ABLE TO EXPLOIT EMERGING 
TECHNOLOGIES IN BOTH THE COMMERCIAL AND DEFENSE ARENAS. IT IS 
NOT ENOUGH THAT U.S. INDUSTRY DEVELOPS NEW TECHNOLOGIES — IT 
MUST TURN THOSE TECHNOLOGICAL FEATS INTO COMMERCIAL SUCCESSES. 

IT HAS BEEN AND REMAINS A KEY POLICY OF THE UNITED STATES TO 
MAINTAIN A VIABLE DEFENSE INDUSTRIAL BASE. AS STATED IN THE 
AIMflNISTRATION'S PROPOSED DEFENSE PRODUCTION ACT BILL, IT IS THE 
RESPONSIBILITY OF THE GOVERNMENT TO: 

"ASSESS THE CAPABILITY OF THE DEFENSE INDUSTRIAL BASE TO 
SATISFY PEACETIME, SURGE, AND MOBILIZATION REQUIREMENTS AND 
TO TAKE NECESSARY ACTIONS TO ENSURE THAT ADEQUATE DOMESTIC 
PRODUCTION CAPACITY EXISTS TO SATISFY THESE REQUIREMENTS." 

THE DEFENSE PRODUCTION ACT HAS BEEN A CORNERSTONE OF OUR NATIONAL 
SECURITY INDUSTRIAL BASE AND MOBILIZATION PLANNING FOR NEARLY 
FORTY YEARS. IT IS THE PRIMARY MECHANISM USED TO IMPLEMENT 
ACTIONS TO MITIGATE PEACETIME DEFENSE PRODUCTION PROBLEMS AND 
PRESERVE TECHNOLOGICALLY-CRITICAL DEFENSE MANUFACTURING 
CAPABILITIES. 

THERE ARE NUMEROUS EXAMPLES OF THE DPA*S UTILITY AND 
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3 
EFFECTIVENESS. THE COMMERCE DEPARTMENT RECENTLY USED ITS TITLE I 
DEFENSE PRIORITIES AND ALLOCATIQKS AUTHORITIES TO DIRECT THE 
PRODUCTION OF AMMONIUM FERCt^LORATE (A PRIMARY COMPONENT OF SOLID 
ROCKET FUEL) TO MEET CRITICAL DEFENSE AND COMMERCIAL SPACE 
REQUIREMENTS. 

THIS ACTION WAS NECESSARY AFTER THE EXPLOSION IN 1988 OF AN 
AMMONIUM PERCHLORATE PLANT IN NEVADA, WHIOf RESULTED IN EXTREME 
SUPPLY SHORTAGES AND ONLY ONE REMAINING DOMESTIC PRODUCER. THE 
DPA*S PRIORITIES AND ALLOCATIONS AUTHORITY WAS ALSO USED TO 
EXPEDITE CONSTRUCTION OF A NEW AMMONIUM PERCHLORATE FACILITY. 
THIS NEW FACILITY BECAME FULLY OPERATIONAL IN LATE 1989. 

TITLE III AUTHORITY FOR LOANS, LOAN GUARANTEES, AND PURCHASE 
COMMITMENTS FOR MATERIALS HAS BEEN USED DURING THE PAST SEVERAL 
YEARS TO DEVELOP AND ENSURE DOMESTIC SUPPLIES OF CRITICAL ITEMS 
SUCH AS POLYSILICON FOR MICROCIRCUITS , TRAVELLING WAVE TUBES, AND 
PITCHED BASE CARBON AND HIGH PURITY QUARTZ FOR COMPOSITE 
MATERIALS — ALL ESSENTIAL IN THE PRODUCTION OF SOPHISTICATED 
WEAPONS SYSTEMS. 

THE DPA ALSO PROVIDES THE AUTHORITY FOR DATA COLLECTION FROM 
INDUSTRY USED TO ASSESS THE PRODUCTION CAPABILITIES AND 
CONSTRAINTS OF KEY DEFENSE INDUSTRIES. THE DEPARTMENT OF 
COMMERCE IS CURRENTLY WORKING ON SEVERAL ANALYSES: A JOINT 
EFFORT WITH THE NAVY TO IDENTIFY FOREIGN DEPENDENCIES DOWN TO THE 
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4 
SUB-TIER LEVELS IN THREE CRITICAL NAVY SYSTEMS, AND AN ASSESSMENT 
OF THE PROOaCTION CAPABILITIES OF THE DEFENSE -RELATED GEAR 
INDUSTRY IN A COMBINED EFFORT WITH THE INTERNATIONAL TRADE 
COMMISSION AND THE NAVY. WE ARE ALSO UNDERTAKING NATIONAL 
SECURITY ASSESSMENTS OF THE SEMICONDUCTOR MANUFACTURING EQUIPMENT 
AND ROBOTICS INDUSTRIES. 

A JOINT COMMERCE AND DEFENSE STUDY OF THE PRECISION OPTICS 
INDUSTRY HIGHLIGHTED THE SERIOUS DETERIORATION OF THIS CRITICAL 
DEFENSE INDUSTRY. PARTIALLY AS A RESULT OF THIS STUDY, 
GOVERNMENT, ACADEME, AND INDUSTRY ARE SUPPORTING THE 
ESTABLISHMENT OF A CENTER FOR OPTICS MANUFACTURING IN ROOf ESTER, 
NEW YORK, DESIGNED TO INCREASE THE COMPETITIVENESS AND 
PRODUCTIVITY OF THIS DEFENSE-CRITICAL INDUSTRY. 

UNDER THE PROVISIONS OF TITLE VII OF THE DPA, KNOWN AS THE EXON- 
FLORIO PROVISION, THE PRESIDENT IS AUTHORIZED TO TAKE ACTION TO 
PROHIBIT OR SUSPEND A FOREIGN MERGER, ACQUISITION, OR TAKEOVER 
THAT MIGHT THREATEN TO IMPAIR THE NATIONAL SECURITY. THE 
DEPARTMENT OF COMMERCE PARTICIPATES IN THE INTERAGENCY COMMITTEE 
ON FOREIGN INVESTMENT IN THE UNITED STATES (CFIUS) , WHICH REVIEWS 
RELEVANT TRANSACTIONS UNDER THE LAW AND MAKES REPORTS AND 
RECOMMENDATIONS TO THE PRESIDENT. 

SINCE THE ENACTMENT OF EXON-FLORIO, THE CFIUS HAS REVIEWED OVER 
200 PROPOSED ACQUISITIONS, AND HAS UNDERTAKEN AN IN-DEPTH 
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5 
ANALYSIS OF SIX CASES WHICH INVOLVED PARTICULARLY SIGNIFICANT 
SECTORS OF THE DEFENSE BASE. 

UNDER SECTION 309 OF THE DEFENSE PRODUCTION ACT, THE DEPARTMENT 
IS AN ACTIVE PARTICIPANT IN THE INTERAGENCY GROUP TASKED WITH 
ANALYZING AND REPORTING ANNUALLY ON THE IMPACT OF OFFSETS IN 
DEFENSE TRADE ON THE UNITED STATES. COMMERCE HAS PREPARED THAT 
PORTION OF THE REPORT ANALYZING THE IMPACT OF THESE COMPENSATION 
PRACTICES ON U.S. INDUSTRIAL COMPETITIVENESS. 

IT IS CLEAR FROM JUST THESE FEW EXAMPLES THAT THE AUTHORITIES 
PROVIDED BY THE DPA ARE A CRITICAL TOOL IN ENSURING THE LONG-TERM 
VIABILITY OF OUR DEFENSE INDUSTRIAL BASE, AND HENCE OUR NATIONAL 
SECURITY. 

ALTHOUGH THESE PROGRAMS CONTINUE TO BE IMPORTANT ASPECTS OF OUR 
INDUSTRIAL BASE PLANNING, THE ISSUES OF A VIABLE DEFENSE 
INDUSTRIAL BASE ARE MUCH BROADER. THE DPA WAS DEVELOPED IN A 
TIME WHEN THE U.S. WAS THE UNRIVALLED ECONOMIC AND TECHNOLOGICAL 
LEADER. EVEN THEN, A DPA WAS NECESSARY. IN TODAY'S GLOBAL 
ENVIRONMENT, IT IS EVEN MORE IMPORTANT. 

THERE IS GROWING RECOGNITION BY LEADERS IN INDUSTRY, GOVERNMENT, 
LABOR, AND ACADEME THAT THIS NATION FACES VERY SEVERE TECHNOLOGY 
COMPETITIVENESS CHALLENGES THAT HAVE STRONG IMPLICATIONS FOR OUR 
FUTURE ECONOMIC AND MILITARY SECURITY. 
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DURING THE PAST SEVERAL DECADES, MANY AMERICAN COMPANIES BECAME 
MULTI-NATIONAL, WITH MAJOR OPERATIONS IN OTHER COUNTRIES. THEIR 
INTERESTS AND ALLEGIANCES, HOWEVER, REMAINED AMERICAN. MORE 
RECENTLY, WE HAVE SEEN THE EMERGENCE OF TRULY INTERNATIONAL 
COMPANIES, WITH INTERNATIONAL INTERESTS TAKING TOP PRIORITY. THE 
CONSEQUENCES OF THESE COMPANIES* DECISIONS ABOUT PLANT LOCATION, 
HIRING, R&D INVESTMENTS, AND THE LIKE ON U.S. CITIZENS AND ON OUR 
INDUSTRIAL BASE UNDERSTANDABLY SEEM OF SECONDARY IMPORTANCE TO 
THEM. 

MARKETS THEMSELVES NOW ARE GLOBAL TO A DEGREE ONLY IMAGINED A 
DECADE AGO. TO BE SUCCESSFUL, COMPANIES MUST DEVELOP AND OFFER 
PRODUCTS SALEABLE IN THE INTERNATIONAL MARKETPLACE. THE 
COMPETITION IS GLOBAL, TOO, OF COURSE. THIS IS AFFECTING MORE 
THAN JUST THE LARGE COMPANIES IN AMERICA. EVEN SMALL U.S. FIRMS 
THAT COULD RELY ON THEIR POSITION AS SECURE SUPPLIERS TO U.S. 
MANUFACTURERS ARE BEING THREATENED BY COMPETITION FROM ABROAD. 
AT THE SAME TIME, THIS INTERNATIONALIZATION PROVIDES SMALLER 
COMPANIES EVEN LARGER MARKETS IN WHICH THEY CAN COMPETE. IN 
ACADEME, TOO, THE MOVE TOWARD INTERNATIONALIZATION HAS INCREASED 
DRAMATICALLY. 

THE DRAMATIC GLOBALIZATION OF TECHNOLOGY IS PERHAPS THE SINGLE 
MOST DOMINANT INDUSTRIAL DEVELOPMENT OVER THE PAST TEN YEARS. IT 
SETS THE TONE FOR ANY DISCUSSION ABOUT POLICIES REGARDING THE 
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INDUSTRIAL BASE. 

IT IS EASY TO FOCUS ON JAPAN, BUT THE CHALLENGE COMES FROM 
OTHERS, TOO. THAT INCLUDES SOUTH KOREA AND OTHER PACIFIC RIM 
NATIONS. THE NEWLY UNIFYING WEST EUROPEANS SHOULD BE THOUGHT OF 
NOT JUST IN TERMS OF THE SIZE OF THEIR MARKET BUT THE LIKELIHOOD 
THAT THEY MAY WELL BECOME STRONGER COMPETITORS WITH U.S. FIRMS 
FOR DOMESTIC AND FOREIGN MARKETS. AND IT WOULD BE SHORTSIGHTED 
TO IGNORE THE CIVILIAN AND MILITARY TECHNOLOGY POTENTIAL OF THE 
CHINESE, THE DEMOCRATIZING EAST EUROPEANS, AND THE SOVIETS. 

THERE IS MUCH GOOD THAT IS COMING, AND STILL MORE GOOD THAT CAN 
BE REALIZED, FROM THIS INTERNATIONALIZATION, AND SPECIFICALLY, 
THE GLOBALIZATION OF MARKETS AND TECHNOLOGIES. THIS TREND 
ENCOURAGES SHARING THE FINANCIAL BURDEN OF INCREASINGLY 
SOPHISTICATED AND COSTLY TECHNOLOGIES AND LARGE PROJECTS — 
INCLUDING DEFENSE PROJECTS. IT SPURS THE DEVELOPMENT OF NEW 
EMERGING TECHNOLOGIES AND MARKETS — WHETHER DEFENSE OR CIVILIAN 
ORIENTED. 

BUT THE GLOBALIZATION OF TECHNOLOGIES ALSO CARRIES MANY RISKS. IN 
THE MILITARY ARENA, IT MAKES IT MORE DIFFICULT TO CONTROL 
SENSITIVE TECHNOLOGIES. MOREOVER, IT MAKES US INEXTRICABLY 
DEPENDENT ON OTHER NATIONS, AND THEY ON US. 

BALANCING THE NEED TO COMPETE AND COOPERATE IN AN INCREASINGLY 
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8 
INTEROTPEKDBNT WORLD WITH THE REQUIREMENT FOR A TECHNOLOGICALLY 
STRONG AND SELF-SUFFICIENT DEFENSE INDUSTRIAL BASE IS ONE OF THE 
GREAT CHALLENGES THAT FACE OUR NATION TODAY. 

WE MUST LOOK CLOSELY AT HOW OTHERS ARE REACTING IN THIS NEW 
EMVIRONIffiNT. Alffi OTHER COinfTRIES SETTING A3IDE THEIR OWN 
NATIONAL INTERESTS IN THE SPIRIT OF GLOBAL COOPERATION? WITH THE 
EXCEPTION OF SOME JOINT RESEARCH EFFORTS, MOST PROBABLY THE 
CORRECT ANSWER IS "N0.»» 

THE SIMULTANEOUS GLOBALIZATION AND NATIONALIZATION OF TECHNOLOGY 
HAS A DIRECT BEARING ON OUR INDUSTRIAL BASE. 

AEROSPACE IS A CRUCIAL EXAMPLE. THIS SECTOR OF U.S. INDUSTRY 
WHICH OWES MUCH TO DEFENSE INITIATIVES AND SUPPORT IS OUR 
STRONGEST IN TERMS OF REGISTERING A POSITIVE TRADE BALANCE. U.S. 
AEROSPACE EXPORTS IN THIS YEAR SHOULD TOP $33 BILLION, WITH AN 
EXPECTED TRADE SURPLUS OF $20 BILLION. 

OUR POSITION AS WORLD LEADER IN AEROSPACE IS STILL INTACT, BUT IT 
IS BEING CHALLENGED BY EUROPE. WE FACE JAPANESE AND KOREAN 
INITIATIVES IN DEVELOPING AEROSPACE CAPABILITIES AND 
COMPETITIVENESS. I FIND IT PARTICULARLY WORRISOME THAT SOME VERY 
KNOWLEDGEABLE PEOPLE ARE PREDICTING THAT THE JAPANESE WILL BE 
EXPORTING MILITARY SYSTEMS WITHIN THE NEXT DECADE. 
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MAKING THIS SECTOR MORE CRITICAL IS THE FACT THAT AT A TIME OF 
SHRIMKIMG MILITARY MARKETS, AMERICAN DEFENSE AND AEROSPACE FIRMS 
ARE LINKING UP WITH OVERSEAS COMPETITORS IN A WAY, AND TO A 
DEGREE, THAT WOULD HAVE BEEN HARD TO CONCEIVE OF JUST FIVE YEARS 
AGO. MOREOVER, TIGHT DEFENSE BUDGETS AND THE TREND TOWARD 
INTERNATIONALIZATION UNDERSTANDABLY ENCOURAGE CONGRESS AND DOD 
TOWARD JOINT R&D PROJECTS WITH OTHER COUNTRIES AS A MATTER OF 
POLICY. SUCH POLICIES PRESENT BOTH OPPORTUNITIES AND RISKS TO 
OUR DEFENSE INDUSTRIAL BASE. MUCH DEPENDS UPON OUR MANAGERS* 
BEING ALERT AND SENSITIVE TO THE NEW DEMANDS PLACED ON THEM AS 
THE DETAILS OF THESE JOINT VENTURES ARE NEGOTIATED. 

IN THE MIDST OF THE WORRISOME REPORTS ABOUT OUR COMPETITIVENESS 
AND INDUSTRIAL BASE, THERE ARE SOME ENCOURAGING SIGNS. FIRST AND 
FOREMOST OF THESE IS THE INCREASING ATTENTION THESE ISSUES ARE 
RECEIVING, AND OUR GROWING UNDERSTANDING OF THE LINKAGE BETWEEN 
OUR ECONOMIC AND MILITARY SECURITY. 

IN A REPORT RELEASED RECENTLY, A DEFENSE SCIENCE BOARD TASK FORCE 
CONCIAJDED THAT "NATIONAL POLICIES FOR DEFENSE INDUSTRIAL 
COOPERATION CANNOT BE ADDRESSED IN ISOLATION FROM A MUCH BROADER 
SET OF CONSIDERATIONS INVOLVING ECONOMIC AND POLITICAL ISSUES." 

BEYOND THIS GREATER AWARENESS ARE OTHER POSITIVE DEVELOPMENTS. 

R&D CONSORTIA HAVE BECOME COMMONPLACE ABOUT 150 SUCH JOINT 

OPERATIONS HAVE REGISTERED WITH THE GOVERNMENT AND VENTURES 
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LIKE THE NATIONAL CENTER FOR MANUFACTURING SCIENCES AND SEMATECH 
ARE BEGINNING TO YIELD DIVIDENDS. NOW WE ARE SERIOUSLY 

CONSIDERING THE NEXT STEP RELAXING ANTITRUST RULES THAT 

CONSTRAIN JOINT PRODUCTION VENTURES. 

FEDERAL TECHNOLOGY TRANSFER LAWS HAVE BEEN CHANGED, AND THE 
PAYOFFS ARE BEGINNING TO SHOW UP IN INCREASED FEDERAL LAB* 
INDUSTRY COOPERATIVE AGREEMENTS AND LICENSING ARRANGEMENTS. WE 
ARE BEGINNING TO CONFRONT OUR EDUCATION AND TRAINING NEEDS, AND 
WE ARE HOPEFUL THAT THE MOMENTUM GENERATED BY THE PRESIDENT'S 
EDUCATION SUMMIT LAST FALL AND THE GOVERNORS* MORE RECENT MEETING 
WILL PROVIDE SOLID GAINS IN pUR SCHOOLS AND WORKPLACES. SOME KEY 
COMPANIES AND NON-PROFIT GROUPS ARE DEMONSTRATING THE DEPTH OF 
THEIR CONCERN WITH VERY SUPPORTIVE ACTIONS FOR TRAINING AND 
EDUCATION VENTURES ACROSS THE COUNTRY. 

HAPPILY, WE ARE SEEING EVIDENCE THAT U.S. CORPORATIONS ARE TRULY 
TAKING QUALITY IMPROVEMENT SERIOUSLY. MORE AND MORE COMPANIES 
AND DOD, A KEY PURCHASER OF PRODUCTS AND SERVICES IN THIS 
COUNTRY, ARE RECOGNIZING THE IMPORTANCE OF TOTAL QUALITY 
MANAGEMENT, AND THEY ARE DOING SOMETHING SIGNIFICANT ABOUT IT. 

WE STILL HAVE A LONG WAY TO GO TO REINFORCE OUR INDUSTRIAL BASE 
IN WAYS THAT WILL IMPROVE OUR ECONOMIC AND MILITARY SECURITY. 
WE MUST ASSURE THAT GLOBAL COMPETITIVENESS, INCLUDING WORLD-CLASS 
MANUFACTURING AND TECHNOLOGICAL INNOVATION, IS A TOP PRIORITY 
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OBJECTIVE FOR U.S. INDUSTRY. 

WE MUST DO A PAR BETTER JOB AT EDUCATING AND MOTIVATING OUR 
EMPLOYEES, INCUJDING OUR MANAGERS. THIS INCLUDES GETTING MORE OF 
OUR BRIGHTEST-AND-BEST COLLEGE STUDENTS TO PURSUE STUDIES IN 
MANUFACTURING TECHNOLOGY ON CAMPUS, AND THEN TO PURSUE CAREERS IN 
THIS FIELD. 

EVEN THOUCa IT IS VITAL THAT WE CONDUCT VIGOROUS R&D EFFORTS, WE 
MUST RECOGNIZE MORE CLEARLY THAT THE WAYS IN WHICH WE USED THE 
RESULTS OF THIS WORK AND HOW WE MANAGE OUR TECHNOLOGY ARE 
CRITICAL. SO WE MUST APPLY ADVANCED TECHNOLOGIES, SUCH AS 
COMPUTER INTEGRATED MANUFACTURING, MORE EFFECTIVELY. WE MUST 
ASSURE THAT THE LARGE INVESTMENTS WE MAKE IN MILITARY R&D AND 
PROCUREMENT ARE ALSO UTILIZED BY OUR COMMERCIAL SECTOR TO THE 
MAXIMUM EXTENT PRACTICAL ** AND THAT OUR COMMERCIAL EFFORTS ARE 
TAKEN ADVANTAGE OF BY OUR DEFENSE COMMUNITY. 

INDUSTRY MUST GET ACCESS TO LOWER-COST AND PATIENT SOURCES OF 
CAPITAL WHILE AGGRESSIVELY JUSTIFYING NEW INVESTMENTS. WE CAN DO 
THIS, IN PART, BY BETTER ANTICIPATING THE RESULTING BENEFITS, 
SUCH AS IMPROVED QUALITY, REDUCED INVENTORY, AND RAPID 
COMMERCIALIZATION . 

AND, GETTING BACK TO QUALITY: WE MUST SUSTAIN QUALITY AND 
PRODUCTIVITY IMPROVEMENT AS A TOP PRIORITY OBJECTIVE. QUALITY 
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12 
IMPROVEMENT PROPERLY DEFINED AND EFFECTIVELY IMPLEMENTED IN A 
TOTAL QUALITY MANAGEMENT APPROACH IS ONE OF THE MOST SIGNIFICANT 
SECRETS TO THE FUTURE SUCCESS OF OUR INDUSTRIAL BASE. 
INDUSTRY MUST SET THE TONE AND TAKE THE LEAD IN THESE VITALLY 
NEEDED STEPS. 

GOVERNMENT HAS A ROLE TO PLAY IN REDUCING BARRIERS THAT BLOCK 
U.S. COMPANIES' PATHS TO GLOBAL TECHNOLOGY COMPETITIVENESS, 
INCLUDING DISINCENTIVES TO THE AVAILABILITY OF LOW-COST, PATIENT 
CAPITAL, RESTRICTIVE GOVERNMENT PROCUREMENT RULES AND OTHER 
REGULATIONS, AND INADEQUATE COORDINATION OF GOVERNMENT R&D 
PROGRAMS AND POLICIES. 

GOVERNMENT ALSO HAS A RESPONSIBILITY TO ENSURE THAT THE 
TECHNOLOGICAL INFRASTRUCTURE NEEDED TO SUPPORT INDUSTRY'S EFFORTS 
IS FIRMLY IN PLACE. THIS INCLUDES R&D SUPPORT FOR PRE- 
COMPETITIVE BASIC RESEARCH AND TECHNOLOGY OF BROAD RELEVANCE TO 
U.S. INDUSTRY. THIS INCLUDES DUAL USE TECHNOLOGIES, TO THE 
EXTENT POSSIBLE WITHIN THE CURRENT BUDGET CONSTRAINTS. IT ALSO 
INCLUDES SUPPORT FOR SCIENCE AND ENGINEERING FACILITIES AND 
EDUCATION, AND FOR VARIOUS TECHNOLOGY INFORMATION-CLEARINGHOUSE 
PROGRAMS. 

MY BASIC MESSAGE IS SIMPLE: OUR NATIONAL SECURITY IS FOUNDED ON 
THE STRENGTH OF OUR INDUSTRIAL AND TECHNOLOGY BASE. WE AS A 
NATION MUST TAKE EFFECTIVE ACTION TO ENSURE THAT OUR DEFENSE 
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INDUSTRIAL BASE REKAINS INTERNATIONALLY COMPETITIVE, AND THAT WE 
PRODUCTIVELY EXPLOIT THE BENEFITS OF TECHNOLOGY GLOBALIZATION. 

FINALLY, MR. CHAIRMAN, YOUR LETTER OF INVITATION ASKED THAT I 
RESPOND TO FOUR SPECIFIC QUESTIONS FROM THE COMMITTEE. MY 
ANSWERS ARE ATTACHED AS AN APPENDIX TO THIS STATEMENT. 

THANK YOU. I WOULD BE PLEASED TO ANSWER ANY QUESTIONS THE 
COMMITTEE MAY HAVE. 
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Answer a to Coimiiitttta Ouaationg 



Queation 1- 



Do you b«li«fvft that current systems for gathering and assessing 
data on the extent of foreign dependencies among prime 
qontractors and subcontractors of defense materials are adequate? 
What changes In our current assessment policies and practices 
would you recommend, if any? 

As numerous studies of the defense industrial base by Government 
and non- Government organizations have concluded, we currently do 
not have arty means for really assessing the extent of foreign 
dependencies on a broad scale. Our knowledge of foreign 
dependencies ia extrapolated from "perceived** ojp anecdotal 
information. The GAO investigated this issue late last year, and 
reached the same conclusions. 

The Department of Commerce is currently addressing the issue of 
foreign dependency through a micro-level study of three critical 
Kflvy fly stems — the Verdin Communications System, the Harm 
laissile^ and the Mark 4 a torpedo We are working with the Navy 
to identify all sources of components for these systems, from 
major subsystems down to raw materials We are doing this 
through a inulti-phase survey process, starting with the prime 
contractors and proceeding down the supplier chain. We are 
currently down to the third tier subcontractor level — 4,000 
subcontractors for the three systems. 

Question 2. 

Do you have concerns that foreign companies might become the sole 
source of certain equipment or technologies vital to our national 
security? 

Yes. I think that anyone who has experience or responsibilities 
for defense industrial base issues would share this concern. We 
currently know very little about the extent of our dependence on 
foreign suppliers, which maXes it difficult to resolve this 
complex issue. We all have heard of instances in which the 
Department of Defense already relies heavily on foreign sources 
for components and systems. I understand that DARPA is 
completing a comprehensive assessment of our situation. In 
today's global economy, we are inextricably dependent on other 
nations, and they on us. 

I believe that the most effective way to address the problem of 
foreign dependency is to ensure that U.S. industries, especially 
those critical to our defense, remain internationally competitive 
and at the forefront of technological innovation. We in 
Goverrritient must take appropriate action to foster the correct 
environment in which our industries can prosper. 
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Quaation 3. 

Do you b«li«ve the Federal Government should make greater efforts 
to foster the development of domestic based defense related 
technologies either directly through funding progrzuns, or 
indirectly through encouraging joint industry cooperation or 
coBLpulsory licensing of foreign technology? 

It is clear to me that Government should continue to support 
domestic-based defense technologies within budget limitations. 
In doing so the Government should seek to leverage its 
investment wherever possible with private sector dollars This 
strategy should also help to speed the transfer of resulting 
defense-related technology into commercial applications. 

The Government should focus on eliminating unnecessary barriers 
to cooperation among domestic firms, not only in R&D but also in 
engineering and manufacturing, including broad-based, vertically 
integrated consortia that have the resources and vision to 
provide for both national defense needs and civilian 
competitiveness needs. 

The issue of compulsory licensing has a number of facets. The 
United states has traditionally objected to any "compulsory 
licensing" of intellectual p*-operty rights except in very limited 
circmnstances, such as the existence of a national emergency, or 
to meet certain governmental needs. In a recent telecom- 
munications negotiation^ we succeeded in gaining agreement on a 
complete prohibition on the use by that foreign country of 
offsets, including compulsory licensing If we impose legal 
requirements that force other nations to license technology to 
u&t ^* encourage them to do likewise. This is contrary to our 
current trade position. 

That can have some serious consequences. Developing nations, for 
example, will often impose requirements obligating owners of 
intellectual property to agree to license their property in a 
specified manner as a condition of receiving a patent, a 
copyright, etc. Me oppose such requirements wherever we find 
them as undermining the Incentives to create and bring new 
creations to the marketplace that intellectual property systems 
were intended to create. 

QuBBtion 4. 

Do you believe that current mechanisms to facilitate the transfer 
of high technology defense research into benefitting civilian 
related technologies are adequate? What policy changes, if any, 
would you recommend? 

Current mechanisms may be adequate as a whole, but I would note 
that what is really needed is a new attitude that encourages the 
fullest cooperation between the federal and private sectors and 
sensitivity to the fact that actions taken for defense needs can 
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have s^ibstantial couMrclal ramifications. 

The basic mechanisB for conmercializing federal research - 
defense or othervlse - is described in the Federal Technology 
Transfer Act of 198€ (FTTA) and the National Competitive 
Technology Tranefer Act of 1989. As Secretary Koabacher's report' 
to Congress last year indicated, the FTTA appears to be sound, 
eons ide ring both its newness and the fact that it represents a 
nev federal approach to cooperation with the private sector • I 
don t believe we have a real basis for creating any special 
procedures or policies for defense research apart from the 
procedures applicable for encouraging the conmercialization of 
health, environsental, agricultural^ or any other specialised 
area of federal research However, if agencies can desonstrate 
that they have special needs, we would certainly keep an open 
mind. 

We agree that there are some policies and procedures that may 
need to be changed, or at least examined, to improve every 
agency 9 technology transfer efforts, not just that of DoD. At 
least three major issues present themselves. 

First, copyright law prevents federal employees from enjoying 
copyright protection for works produced in the course of their 
official duties. As such agencies are impeded in their efforts 
to commercialize the software they produce. 

Second, all agencies have to take a long and hard look at their 
conflict of interest regulations This is becoming an issue of 
increasing concern. To the extent that the rules are too 
restrictive, the incentives for federal scientists and engineers 
to interact with the private sector may be severely reduced, thus 
undercutting a principle objective of the Federal Technology 
Transfer Act. 

Third, all agencies need to examine their procedures to ensure 
that they have gotten the word to their individual laboratories 
that they are serious about technology transfer - i*e,, that it 
is a de facto as well as a de jurg mission and that their efforts 
will be factored into evaluations and appraisals. We are 
particularly pleased that, as a result of new legislation, the 
Department of Energy is starting to apply Federal Technology 
Transfer Act procedures to its contractor-operated national 
laboratories. The Department of Commerce is working closely with 
them on this initiative. 
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Senator Dixon. Thank you, Mr. Murrin. I am absolutely confi- 
dent you can handle the very difficult questions that this Senate 
panel would throw at you, but we appreciate very much your con- 
tribution this morning. 

I would like the record to show that the distinguished senior Sen- 
ator from South Dakota was here. Senator Pressler. He had to 
attend another committee meeting and does not have a statement 
for the record in this hearing. 

Senator Dixon. I'm pleased to have my good fiiend and neighbor, 
the distinguished Senator fix)m Missouri, Senator Bond, here, and I 
wonder if he has any statement he would care to make before we 
start the questioning. 

Senator Bond. Thank you, Mr. Chairman. 

I appreciate the opportunity, but I will ii^ect my biases into the 
questions that we ask the witnesses and I look forward to that op- 
portunity. 

Senator Dixon. Well, I thank you very much. 

If I could just make this observation in connection with your tes- 
timony, Mr. Murrin, which I thought was very good— and this has 
nothing to do with the questions I will shortly ask, some of which 
will be questions from the chairman. Senator Riegle, and to some 
extent this doesn't even relate to this particidar l^islation, al- 
though it does in a kind of an abstract way. 

It occurred to me as I heard your testimony where you were 
quoting from the book about the Pacific Rim and suggesting in 
there about the Japanese indicating that they are going to miake 
substantial investments and become mcgor players in aerospace 
and defense technology. I remember last year s FS-X fight. Every- 
body has their own opinion about that, but it was a long and pretty 
extensive and rugged encounter here in the Congress, in which I 
was the lead on the Senate side and ultimately handled the obliga- 
tions in trjong to override the President's veto in which we fell one 
vote short. 

But it occurred to me that those things are real out there and I 
wonder sometimes whether we have an overall policy. You talked a 
bit about the Soviets, which concerns me. Believe it or not, last 
year I went to a convention in Chicago at McCormack Place and 
Jim Mack is the man who took me around there, as I recall. Many 
here know him. I went into a display and there was — all I remem- 
ber — I don't remember what kind of machine it was, Mr. Murrin, 
but it was a great big machine tool type of thing, orange in color, 
huge, maybe the size of this part of the room, and the thing that 
amazed me was that the East Germans — they were the ones that 
did this — could sell it here and we couldn't sell itie same thing in 
the world at large under our existing policies under the Export Ad- 
ministration Act. 

I see my colleague and friend, the distinguished senior Senator 
from Pennsylvania, who's known to be pretty much of a leader and 
enjert in this field. 

Those are the kinds of things that continue to trouble some of us. 
Or as we are presently involved in this Clean Air Act, which I 
think everybody understands is quite important and it's taken a 
long, long time. It just so happens that the two Senators who are 
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here with me have been very much involved, even more so than 
this Senator, in the acid rain questions and other things. 

But the Senator from Washington State, Senator Gorton, and I 
will be lead on an amendment to try to do something to try to keep 
a level playing field in respect to those countries that are not going 
to have these very strict environmental standards and they're 
going to again bring their products in here competing with us in an 
advantageous'way. Those things bother me. 

I sit in this committee room where the futures industry is under 
attack in a variety of ways to be subjected to new strict Federcd 
standards that will put that industry at a disadvantage in To^o 
and London. I just see all of this unfolding in a lot of different 
ways. Some of these aren't related at all, Mr. Murrin, to one an- 
other, but when you see that broad picture out there, you be^in to 
wonder whether any other country does this to itself as rea£ly as 
we do. I could go across the whole stage and in every item of. a 
major kind that you look at we see this happening in a way that I 
really do truly believe is disadvantageous to our competitive posi- 
tion in that international market you referenced in your remarks. 

I just wanted to get that off my chest because it bothers me a lot. 
It bothers me a lot as an American to see that occur. 

Senator Riegle has asked me — and Fm delighted to do it — he is 
obligated to be in the Finance Committee this morning. He's a very 
hard-working chairman and on this occasion must be elsewhere. 

Mr. Murrin, as Deputy Secretary of Commerce, you served as a 
member of the National Advisory Committee on Semiconductors 
which submitted the report entitled, "A Strategic Industry At 
Risk," to President Bush last November. That report noted the im- 
portance of our semiconductor industry to the nation's welfare and 
stated: 

Unless the U.S. industry and government take coordinated, concerted and timely 
action, there will be a long-term deterioration of our industrial strength and mih- 
tary security and an erosion of our economic wealth. 

Do you know whether President Bush and some of his key eco- 
nomic advisers, such as Mr. Darman, Mr. Boskin and Mr. Porter, 
have focused on that report at all and do you think its recommen- 
dations to build a joint government-industry working relationship 
to resurrect our semiconductor industry would constitute "picking 
winners and losers?" 

That's several questions. 

Mr. Murrin. Well, thank you, Mr. Chairman. 

I feel fortunately, frankly, as I referenced briefly in my oral 
statement, that we have the benefit in replying to Senator lU^e's 
very thoughtful question to reference comments made just yester- 
day by the President to the American Electronics Association. That 
association, we know is vitally involved in the semiconductor indus- 
try. If I may just quote briefly from a few comments the President 
made, I think you will find this responsive. 

For almost 50 years now, your industries have been at the center of a remarkable 
revolution in the way wcnrk is done, the way ideas are managed, even the way time 
and the vast reaches of space are understood. We intend to work with you closely, 
constantly, and consistently to see that American electronics and technologies 
regain and retain a preeminent position in world markets. We are committed to a 
comprehensiye program for both immediate and long-term competitive strategies for 
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the future. While we are only at the start of a process that shows great promise, 
today I want to outline briefly what we are already doing. 

Our first priority is to encourage productivity gains, savings, and long-term in- 
vestment in high tech industries, while lowering the cost of capital. We bdieve that 
<me of the most crucial Federal priorities is to encourage planning for the long term 
beca u s e for too long, where investment is concerned, the Federal Government has 
been more of a hindrance than a help. 

Let me skip if I may to a few other particularly relevant para- 
graphs. 
In referencing the overall 1991 budget the President states: 

Our budget also devotes unprecedented resources to s^Mu^e, education, the fight 
against drugs, environmental initiatives, and other crucial investments in America's 
future. Suda investments over the vears have ensured that this country has re- 
tained its leadership in terms of the basic research and fundamental discoveries un- 
derijring yoar industry. 

That's electronics. 

This administration is also committed to working with you in the critical preoom- 
petitive develoimient stage where the basic discoveries are converted into generic 
technologies that support both our economic competitiveness and our nationid secu- 
rity. Here again we can help to level the international playing field on which you 
compete. 

If I may, TU just read quickly a few other short statements, 
again verbjEttim from the Pr^dent's talk yesterday. 

To provide a further competitive edge for American firms, we will support legislar 
tion to reduce the antitrust uncertainty that may discourage joint production ven- 
tures. Under such a proposal, the courts would wei^h on a case^-case basis, the 
competitive benefits as well as costs of joint production ventures. In addition, joint 
prodmction ventures announced j^ the Government would be liable only for actual 
damages in private antitrust suits. I^ich an initiative would build <m the competi- 
tive strength of American business l^ aUowing firms to pool their skills, build new 
production facilities, and share investment risks. 

One risk you aU foce, of course, at an intolerable level, is product liability. And 
ihe Council on Competitiveness, ably chaired Ir^ Vice President Quayle, has already 
begun a concentrated effort to significantly rnorm our cumbersome and expensive 
product liabilitjr qrstem. It's about time we made ourselves more competitive by get- 
timr rid of the lawsuits and claims that are frivolous and patently unfair. 

IxMinr, I am going to sive (lie Competitiveness Council another challenge, to find 
waiyB that American industry can better translate new ideas and technologies into 
marketable products. So many of the world's most advanced technologies, frmn ro- 
boticB to the VCR, were first developed here; jret, so manyof those concepts were 
ultimately broui^t to the marketplace l^ our competitors. We can do better and we 
wiU do better. 

I hope, Mr. Chairman, you find these comments of the President 
veiv relevant to the Senator's questions regarding semiconductors 
and electronics and they are statements that I personally and we 
at Commerce are greatly heartened by, and I hope you feel similar- 
ly- 

Senator Dixon. Following up on that, Mr. Murrin, I note that 
you are an executive director of the National Advisory Conmiittee 
on Semiconductors. You are listed as a National Advisory Conmiit- 
tee Executive Director. Their pamphlet says: 

Aocordingly, we recommend that the following inaqiarable actions be implement- 
ed as a unit: resurrect the UJ3. consumer electrraics mdustry infrastructure by cre- 
ating a multibillion dollar pool of low-cost, very patient capitaL 

Then the^ go on to say that that funding should be a multi- 
hundred nullion dollar equity investment £rom industry sources, 
private institutional investors, and State and local governments, 
aooompanied l^ pledges of support l^ State and local governments. 
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I ask you whether you believe that's an appropriate way to ad- 
dress the problem. 

Mr. MuRRiN. If I might, sir, in responding, let me give you a very 
brief preamble. 

As you obviously know, the group charged by the Congress to 
make this study comprised key people in industry and also a few of 
us from government and we were faced, as such a group typically 
is in developing its recommendations and its initial report, to try to 
come to consensus and to try to make recommendations that could 
be supported generally. 

The recommendations that emerged, principally number three, 
and the first relates to reestablishing a fully competitive and sup- 
portive business environment, pcuticularly enabling the semicon- 
ductor industry to operate on equal footing with its major interna- 
tional competitors, and cites five specific suggestions relating to 
capital formation, the education system, reforming trade law, pro- 
tecting intellectual property, and improving the antitrust climate. 

My impressions here, sir, are that in both parties in the Congress 
and in the administration there is essentially agreement that these 
are appropriate initiatives and in various forms they are proceedr 
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snator Dixon. Well, if I could interrupt at that point in time 
because, Mr. Murrin, I am asking questions for the chairman and 
my time has expired. I don't Want to impose on my colleagues. I 
want to go to them. / 

But the last question of Senator Riegle, our distinguished chair- 
man, is, on page 8 of your testimony you refer to new challenges to 
our aerospace industry and stete that you find it particularly 
worrisome that some very kiiowledgeable people are predicting 
that the Japanese will be exploiting milita^ systems within the 
next decade. Of course you spent some time on that in your testi- 
mony. 

Wny do you find that worrisome and are any policies being fol- 
lowed by our government in the aerospace industry helping «iapan 
to achieve that objective in your view? 

Mr. Murrin. Well, I think any prospect of another country, 
other than the United Stetes, becoming preeminent in either the 
aerospace field, commercially or militarily, or the electronics field, 
is a very worrisome possibility. As I mentioned earlier, that pros- 
pect indeed did emerge from the study of the Depcutment Science 
Board on "Pac. Rim 2000". I was privileged to participate in that 
and I shared in that judgment and I do endorse that that is a pro- 
spective development, if we don't act prudently. 

I think that report and others like it — and indeed the work of 
your distinguished committee — is increasing the thoughtful atten- 
tion being given to these very important and very challengiiig 
issues. I think we are moving these matters much higher up on our 
priority listing and I am becoming increasingly encouraged that we 
are beginning to do the things that we ought to appropriately do, 
especially to act in our own self-interest. 

In regard to helping others, as you well know, we have the fim- 
dcunentel dilemma of, on the one hand, sharing know-how and var- 
ious resources with our friendly allies around the world, and our 
collective military and security self-interest with the prospect that 
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if we don't do that prudently we may» unwittingly or otherwise, 
assist them in advancing their industnal and commercial capabili- 
ties which might and probably would ultimately be to our disad- 
vantage. 

As fsavy I think very thoughtful people here in the Congress and 
in the administration are addressing these issues more carefully 
and I am guardedly optimistic that this is going to work out okay. 

Senator Dixon. WeU, I thank you, Mr. Murrin. 

Under the early bird rule and with the indulgence of my friend 
from Pennsylvania, I will recognize the distinguished Senator from 
Missouri, Senator Bond. 

Senator Bond. Thank you very much, Mr. Chairman. 

Obviously, there are many thmgs on the table for us to consider. 
I thouf^t I woidd heg}n — the question that occurred to me as I re- 
vieweda story that appeared in the February 5 issue of Business 
Week, talking about the future of Silicon Valley. 

Apparently, some of the smaller competitors in that particular 
field are very much concerned about the threat to them of remov- 
ing antitrust prohibitions against consortia and among the things 
that were said, it becomes a lot less painful for a group of compa- 
nies to band together and go after the startups. 

Tliese smaller companies are raising some real concerns about 
what is likely to happen to the domestic competitors if large com- 
petitors go into consortia. 

To what extent do you feel that's a problem and what would be 
your response to those who raise that concern? 

Mr. Murrin. Well, Senator, I think that is a problem viewed 
from the vantage point of those small entrepreneurial, usuallv 
high-risk enterprises. I see, however, no basic reason why we can t 
proceed in a way that allows them, if they would like to participate 
in various consortia, and work out our plans and programs such 
that they benefit rather than are hurt. 

We have the fundamental dilemma that we in the United States 
are particularly advantaged by such very creative and high-risk- 
taking, usually small organizations, but we haven't yet completely 
figured out how to aid them fully effectively in growing and in ex- 
ploiting their outstanding know-how. 

As I say, I think that can be worked out and I don't see any fun- 
damental conflict between allowing a production consortia or 
indeed consortia to be organized and flourish, and the particular 
and sometimes peculiar interests of smaller versus larger compa- 
nies. 

Senator Bond. So you're saying that if you permit consortia 
maybe these little companies can just form their own consortia, but 
even if they don't want to, they could still be under the gun from 
the larger companies that get together and pile on the innovative, 
small competitor. You don't think that's a problem? 

Mr. Murrin. I think it's a problem, but I think it's a problem we 
can handle. 

Senator Bond. How? 

Mr. Murrin. Senior executives of several of the large electronics 
and semiconductor companies have volunteered on several occa- 
sions to me that they are very sensitive to the concerns and needs 
of the companies you're referring to and they are very anxious to 
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work out arrangements that would allow them, for example, to par- 
ticipate in some of the same consortia that they might participate 
in. 

So I think the option of smaller companies joining cunong them- 
selves, smaller companies joining with larger companies, or a varie- 
ty of other combinations remains to be worked out. I'm just opining 
that the benefits that will almost certainly flow from refining our 
antitrust regulations so we can have manufacturing-type consortia, 
those benefits are so attractive that we ought to conunit our consid- 
erable resources to figuring out how in the process to protect and 
indeed enhance the self-interest of those smcdler, very valuable or- 
ganizations you were referring to. I think that can be done. 

Senator Bond. Well, I hope that you're right. I get the same 
sense of warm feeling that the residents of the chicken coop may 
feel knowing that the foxes are getting together with only tiieir 
best interest at heart. 

But moving on to another piece of matters before us, is it the po- 
sition of the administration that the Exon-Florio legislation, as it is 
currently written, provides sufficient protection against foreign 
ownership of U.S. businesses impairing our national security? 
Would you care to conmient on that and the proposed changes? 

Mr. MuRRiN. Well, at Commerce, as you probably know, sir, we 
are one of, I think, eight agencies involved in the Exon-Florio proc- 
ess. The total number of cases that has come to that group's atten- 
tion now numbers more than 200. A few of these cases hiave been 
reviewed in great detail with the extended 45-day period, and in 
each of those cases it was determined that the national security in- 
terests were not put at jeopardy sufficiently to block the prospec- 
tive acquisition by foreign firms. 

I think the challenge we have in this regard, frankly, is to more 
clearly associate the national security interests as defined by Exon- 
Florio with the aggregate industrial base concerns we have and 
overall our economic security. That gets to be, as you know, a very 
difficult task. 

We also have the practical reality that, given our current finan- 
cial situation, we need to attract large sums of financial invest- 
ment to indeed provide the mechanism for research and develop- 
ment, new plant and equipment and jobs and taxes, and that of 
course, in turn, gets back to the question of our deficit and capital 
gains and savings and those mjrriad of matters that you're expert 
about. 

I think, viewed as a particular procedure, Exon-Florio is working 
adequately in the sense that the process does work effectively. The 
group cooperates together. It does cuialyze and indeed, on occasion, 
agonize over the significance of these determinations. If one steps 
back, however, and asks what is the aggregate effect over time of 
all of this, I think there are some serious hurdles that we still have 
to get over and issues to resolve. 

Senator Bond. I might ask finally your assessment— we have 
he£u4 much concern over the shrinlung size and alarming stories 
about the threat of competition to our defense industrial base. 

Do you believe there's a crisis? Do you feel the solutions proposed 
in S. 1379 are the answeir? 
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Mr. MuRRiN. Welly I'm not sure how one would prudently charac- 
terize our situation. Indeed, it's a very serious challenge and 
merits, as indeed this distinguished conmiittee is addressing, care- 
ful confidderation. 

Many of the aspects of the legislation I think are laudable. 
Indeed, the Defense Production Act has contributed significantly to 
our countrjr's interest for several decades and in the written testi- 
mooy we have Altered for the record with your approval we cite 
some significant luqqpenings of that type. 

We do endorse, for example, increasing the loan guarantee 
threshokb from $25 to $50 million. We are very impressed, fmr ex- 
ample, with tke imaginative prc^XMBals regarding the stockpile re- 
volving fund. Here I^ told there are some important accounting 
anects that are being reviewed carefully and which we hear about. 

In regard to other areas like offsets and antitrust, perhaps you've 
helped to stimulate in a very positive way very promising activities 
by the administration and others. In the offset area, as you may 
know, the administration is developing a policy on this important 
matter and I think you will be pleased as it emerges as to its 
nature. 

In regard to some of the antitrust provisions, I think you know, 
as I mentioned a few moments ago, that is a matter getting active 
and positive treatment by the administration, and particularly the 
C!onmierce Department and Justice Department have joined very 
effectively and actively in this regard. 

So in general, we applaud the essence of what has been done and 
is prop(^ed. We endorse strongly certain aspects of it. And as I 
expect you would anticipate, we have some differing views on cer- 
tain other aspects. 

Senator Bond. Thank you, Mr. Chairman. 

Senator Dixon. Thank you. Senator. 

I am pleased to recognize the distinguished senator from Penn- 
sylvania, who frankly I think has been one of the outstanding lead- 
ers in the U.S. Senate in my time here on these issues, export 
policy things, and I have valued his point of view and learned from 
it over the years and I £un delighted to recognize Senator Heinz. 

Senator Heinz. Mr. Chairman, if you care to continue in that 
same vein, I will yield the rest of my time to you. [Laughter.] 

Thank you very much, Mr. Chairman. Tom, welcome to the com- 
mittee. 

I think that everybody knows that Tom Murrin is a man I know 
well. I was pleased to testify at his confirmation hearing. That 
didn't hold him back unduly. Of course, he is from Pittsburgh and 
has a very distinguished career in business. He knows wherefor he 
speaks, which is kind of nice because we don't often get people here 
who have been in the real world for very long, or at least certainly 
as long as Tom has with such an outstanding record. 

Tom, let me ask you a philosophical question. We are very proud 
of the free enterprise system in this country. Its roots go way back. 
Under our free enterprise system, it's our belief that government 
should stay out. 

Now that's not the wav it is. The way it is in this country is that 
government gets in. We ve got a bill on the floor called the Clean 
Air Act. At last check, the administration thought it was okay be- 
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cause it was only going to increase the cost on business to the tune 
of $20 billion a year come the year 2005. That was the moderate 
approach. The immoderate approach apparently was S. 1630 and 
that was going to be $40 billion a year by the year 2005. Which is 
my way of saying that if you're real lucky in this country, what the 
free enterprise system means is that government isn't neutral; it's 
just not on your back too heavy. That's the free enterprise system 
the American way. 

Indeed, if you look at some of the plans for the second great soci- 
ety lurking in the Human Resources Committee, let me tell you, 
the Clean Air Act looks cheap compared to some of the other 
things that have been cooked up by people who don't want to in- 
crease taxes but feel there's a lot of stuff that needs to be done. So 
that's the American way. 

Now overseas, it strikes me things are a little different. We have 
competitors who are capitalistic, who compete cunong themselves, 
who are market-driven, but are very strongly government support- 
ed. 

My question is, how can our free enterprise system, as it is 
today — and even if the Government got off everybody's back — suc- 
ceed against economies that are capitalist and market-driven but 
where the Government is in their playing a very active supportive 
role and, most importantly, doesn't care who knows it, is proud of 
it? How do we succeed? 

Is there any possible way we can succeed? Yes or no? No filibus- 
ter is needed. 

Mr. MuRRiN. Senator, I was hoping you would ask a true or false 
question. Yes or no is pretty close to that, I guess. 

Senator Heinz. I'll rephrase it so you can do it, true or false? 

Mr. MuRRiN. Well, as you know better than I, sir, and I have 
been privileged to discuss these key matters with you personally 
one-on-one as well as in distinguished settings like this is — the re- 
ality, like it or not — and I think we ought to like it — is, if we look 
at our own histoiy, we see that indeed our government has played 
a very, very significant role in these crucial regards. 

On the positive side, we still today cite — and I think happily so — 
the role of government in helping to develop the extraordinary ca- 
pabilities our Nation enjoys in the agricultural field, also in aero- 
space. Indeed, in space. And one area that is somewhat contentious 
but significant nevertheless, nuclear. 

Senator Heinz. What you're citing are the two or three areas 
where government has been very active, very supportive. 

Senator Dixon. And it's worked. 

Senator Heinz. And it's worked. 

Mr. MuRRiN. That's indeed what I am suggesting, sir. 

If I may just add another one which we sometimes forget about, 
virtually all of the initial work in the semiconductor field, which is 
now such a challenging one to us, resulted fix>m government initia- 
tives, particularly DOD initiatives, most particularly the U.S. Air 
Force sponsored programs. 

So we do have, indeed, an array of outstanding success stories of 
cooperation between government and industry. 

Senator Heinz. Tom, I don't mean to be too interventionist. 
What you say is absolutely true, but it isn't the question I asked. 
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Mr. MuRRiN. Well, what Fm implying, Senator, is, given this 
track record of pragmatic success, given the realities which you 
have identified so well as to the nature of our competition, I would 
think it imprudent not to openmindedlv examine why some of 
those earlier ventures worked so well and whether or not they are 
relevant to today's situation. 

Senator Heinz. Let me ask you this. 

Mr. MuRRiN. And I think that's happened. I think that's coming. 

Senator Heinz. You've mentioned a number of thii^ that the 
administration is talking about or doing. Which of them, if any, is 
going to make a whit of difference? Is there one of them that might 
make a significant difference or is this all pretty much just nib- 
bling a little bit around the margin? 

My impression is, it's the latter. We're not doing anything about 
the cost of capital. We're not doing anything, as yet, about educa- 
tion. We're not doing anything, as yet, about taking on the struc- 
ture of foreign competition in some way, shape or form that levels 
the playing neld, as far as I know. Either we ve got a secret strate- 
gy or we don't have any at all as far as I can tell. 

Mr. MuRRiN. Well, as I've shared with you, sir, as a 6-month 
pseudoexpert in this town, I found it to be on occasion a bewilder- 
ing experience and very frustrating most of the time and wonder- 
ing if I shouldn't volunteer to go back to Pittsburgh and return to 
aoBideinia. 

Senator Heinz. You've answered my question. 

Mr. MuRRiN. At the moment, I £un somewhat encouraged, par- 
ticularly with the statements of the President and other leaders in 
the administration. I think they really hold promise of some sub- 
stantial progress. 

Senator Heinz. Of the things that you mentioned earlier, which 
one do you think has the most promise? Do vou think the idea of 
joint production ventures has a lot of promise? 

Mr. MuRRiN. I think that has a lot of near-term promise and I 
think it's the sort of thing we can move out on very quickly and 
it's one of the areas where, for example, our new advanced teclmol- 
ogy program at Commerce, albeit a modest one, one budgeted at 
$10 million, can begin to 

Senator Heinz. How much was that again? $10 billion did you 
say? 

Mr. MuRRiN. Ten million. It's very modest. 

Senator Heinz. Ten million dollars? 

Mr. MuRRiN. Yes, sir. Hopefully, we will be back to make it bil- 
lions rather than millions, but at the moment it's millions. 

Senator Heinz. You've got to hope for a $10 million program? 

Mr. MuRRiN. As a protot3rpe of what could and should be done; 
yes, sir. 

Senator Heinz. How much did the Japanese spend just on re- 
search and development on HDTV last year? 

Mr. MuRRiN. Much larger sums. 

Senator Heinz. About $100 million mavbe? 

Mr. MuRRiN. They've been doing this for, I'm told, 16 or 17 years 
and the aggregate investment was in the billions of dollars. 

Senator Heinz. That's right. Ten million spread across every 
technology strikes me as a little Uiin. 
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Mr. MuRRiN. Well, you asked me a question, sir. 

Senator Heinz. I did. 

Mr. MuRRiN. And I £un attempting to reply. 

Senator Heinz. I wish you were in a better position to give me 
the answers you would like to give. 

Mr. MuRRiN. I am encouraged by the near-term prospects of 
manufacturing consortia. You've pointed out well that the prob- 
lems we have in regard to education and capital, for example, are 
terribly difficult. They are going to take considerable time to re- 
solve. But I am frankly encouraged that you and your colleagues 
here in the Senate and others in the Congress and my counteracts 
in the administration and indeed a lot of very thoughtful, insight- 
ful folks in the media, are for the first time, in my perception, at 
least striving to make these matters of global competitiveness top 
priority issues. I really think if we do that in a meaningful way we 
still have the resources in our great country to turn our situation 
around and reestablish our vigor. So I £un guardedly encouraged, 
but it's a very, veiy difficult challenge, as we know. 

Senator Hsmz. Well, I see my time has expired. At some point I 
do want to follow up on this issue of joint production, either now or 
later. 

Senator Dixon. May I say to mv friend from Pennsylvania, if he 
would indulge me, we're going to have a time problem here in view 
of the fact that the chairman is in the Finance Committee and I 
have to leave here by 11:30. If my friend would induce me, I 
wonder if we could do the next panel and I will yield my question- 
ing time to my colleagues from Missouri and Pennsylvania. By 
doing that, we may be able to accommodate these witnesses in the 
timefrcune. 

Senator Heinz. May I make a brief comment then? 

Senator Dixon. Of course. The Senator from Penni^lvania. 

Senator Heinz. I am profoundly concerned about the administra- 
tion's policy on joint production and antitrust. It flies against ev- 
erything that people who have actually studied the issue as op- 
posed to economic theorists have found out. I hope you will go and 
look at Mike Porter's analysis of what it takes for industries to ac- 
tually be competitive. The heart and soul of it is competing. ^ ypu 
have joint production ventures, you can't compete. You are it. The 
only thing a joint production venture suggests is that our past poli- 
cies have been a total failure. We haven't been able to generate 
competition. 

If you look at Japan, somehow or other, whether it's VCR's, 
autos, TV's, semiconductors, HDTV's, they don't have one person; 
they don't have one manufacturer producing. They've got a mini- 
mum of six or seven or eight. They don't have three auto compa- 
nies. They've got eight or nine. They have half the people we have 
in this country. And we're talking about ''punt". Gee, we're a 
struggling little country here. We've got to get everybody together 
in one little boat so we can move the oars. The boat is sinking. At 
best, we are rearranging the deck chairs on it. 

I've got to say that I hope somebody stops spouting this theory of 
just trying to plug a few leaks here and there when the boat is 
being overwhehned by waves. Having people focus, I say to you, 
Tom, on some will-o-tne-wisp possibility that joint production ven- 
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tures would be our salvation, is nevertheless likely to just drill a 
bigger hole in the bottom of the boat by undercutting the principle 
of competition that America ought to stand for, and I would thmk 
that this administration wouldn't sink the ship of competition. 

I am very distressed that there's so little thinking going on and 
so much posturing. The only positive thing I heard you say today is 
we've got an offsets policy. We're not going to continue to sign 
agreements where we sign our suppliers' life away. That's like 
saying we're going to stop shooting ourselves in the foot when 
we've already lost both legs. 

I know you would like things to be different. I know you would 
like some better policies. But I've got to say in all candor, I'm get- 
ting pretty depressed. Thank you. 

Mr. MuRRiN. If I might comment quickly — may I, sir? 

Senator Dixon. Absolutely, Mr. Secretary. 

Mr. MuRRiN. I am quite familiar with Professor Porter's views in 
this regard. I've read with interest the article in the recent For- 
tune in which he captures I think the essence of what you are ad- 
dressing and Professor Porter served with us on the President's 
C!ommission on Industrial Competitiveness, so I was with him for 
18 months there. And I have great respect for his academic obser- 
vations and his thoughtful insights. 

But my conviction, sir, that the prospect of production consortia 
holds great promise is in large measure borne of what the Japa- 
nese buave been doing in this regard for several dec€uies. In visiting 
there for over 25 years and having made an avocation of trying to 
analyze what they do, they have developed a mechanism of compet- 
ing while they cooperate, something that we seem to have an intel- 
lectucd hangup on. 

I would opine respectfully that we can indeed, and occasionally 
do — and I think the aerospace industry is an example — cooperate 
effectively while we compete fiercely. I simply remind ourselves, if 
I may, of that and 

Senator Heinz. I would love to have you provide information for 
the record about the Japanese competing where they have joint 
production ventures in either brand or directly competitive prod- 
ucts. I've been to Japan. I never saw a factory like that. I saw all 
kinds of cooperation — research and development — lots of that. But 
I never saw that. 

Senator Dixon. I don't want to interrupt this discussion. I want 
to say this has been very valuable and I'm delighted to hear all of 
it and share the views expressed very forcefully in many respects 
by both of you. 

Mr. Secretary, your presence here has been very enlightening 
and we thank you for giving vour valuable time to this committee. 

Mr. MuRRiN. Thank you. I m happy, sir, to have the panel take 
over. 

Senator Dixon. Thank you, Mr. Secretary. 

On the second panel we have Mr. Jed L. Babbin^ Deputy Under 
Secretary of Defense; and Dr. Allan Burman, Administrator-Desig- 
nate of the Office of Federal Procurement Policy, 0MB. 

May I say, before you two gentlemen proceed, that at the conclu- 
sion of your remarks I'm going to yield to my colleagues from Mis- 
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souri and Pennsylvania first. I cun informed that Senator Shelby 
will relieve me at 11:30 should this go on beyond that time. 

Please proceed, Mr. Babbin, and thank you for giving us your 
time today. 

STATEMENT OF JED L. BABBIN, DEPUTY UNDER SECRETARY, 
DEPARTMENT OF DEFENSE 

Mr. Babbin. Thank you, Mr. Chairman. It's a pleasure to be here 
today. 

Let me first say that my boss, John Betti, certainly wanted to be 
here and he sends his regrets and appreciates your indu^ence. 

Mr. Chairman, Senator Bond, I £un pleased to be here today to 
discuss the reauthorization of the Defense Production Act. With 
your permission, I will sunmiarize my written statement which I 
request that you include in the record. 

Senator Dixon. It will be included in full, Mr. Babbin. 

Mr. Babbin. The defense industrial and technology base is one of 
the cornerstones of our strategy of deterrence. We have chosen not 
to match our potential adversaries man-for-man or bullet-for-bullet. 
Instead, we have chosen to base our deterrence on the superiority 
of our technology and the skill and training of our forces. 

To m£dntain this deterrent, we must compete in areas of ad- 
vanced technologies. In this competition, and in many other aspects 
of this issue, the Defense Production Act is a useful tool. 

The DPA provides a way to ensure the availability of resources 
needed for critical defense production. For example, when an explo- 
sion and fire destroyed half of the U.S. cunmonium perchlorate pro- 
duction capacity in May 1988, title I authority was used to allocate 
existing scarce ammonium perchlorate to systems on a priority 
basis and to expedite construction of a new plant. 

Title m authority has been instrumental in establishing a do- 
mestic production capability for critical products and materials. 
High purity quartz fiber, a material with several applications, in- 
cluding stealth technology, is just one case where title m authority 
has been used to establish a domestic source. 

Provisions contained in title Vn of the DPA provide authorities 
that are instrumental in preparing for, and responding to, national 
emergencies. These include planning for surge and mobilization 
production capacity, voluntary agreements to improve prepared- 
ness plans, and authority for the President to prevent foreign inter- 
ests from acquiring or merging with a U.S. company if such a 
merger or acquisition would impair national security. 

Your letter inviting our testimony asks four questions about our 
ability to monitor and maintain defense production. The first ques- 
tion concerns the adequacy of systems for gathering and assessing 
data on the extent of foreign dependencies cunong prime contrac- 
tors and subcontractors. We have some information about procure- 
ments made directly by the DOD; however, our understanding of 
the lower subtler supplier levels supporting prime contractors is 
not as complete. Although systems and procedures for gathering in- 
dustrial base data are already in place and data are routinely col- 
lected, a better job needs to be done in both gathering and int^rat- 
ing this information. We are in the process of doing just that. In 
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April, experts knowledgeable about 15 different data systems will 
be meeting to initiate technical development of a single unified da- 
tabase wMch will include subtiers and the problem of foreign 
sourcing. 

I believe we can make better use of the information we are al- 
ready collecting and, when necessary, augment that information 
with special studies relating to specific items or weapon systems. I 
should also note that the fiscal year 1989 Defense Authorization 
Act requires us to develop a process for performing an industrial 
base analysis on each new mcgor acquisition progrcun and provide 
the results of several test analyses to Congress by February of next 
year. 

Senator Dixon. That's my cunendment, Mr. Babbin. 

Mr. Babbin. Yes, sir. The overall frcunework for gathering and 
assessing data is in place. We just have to do a better job of manag- 
ing it. 

The next question addresses our mutual concern about a foreign 
source becoming an exclusive supplier of critical equipment or 
technology. Such dependencies raise the risk that foreign interests 
may be able to influence U.S. policy by leveraging our need for 
their products or technology. Accordingly, DOD attempts to avoid 
these dependencies. Nevertheless, because the world economy is be- 
coming increasingly interdependent, it seems to be unwise to re- 
quire everything the U.S. buys to be manufactured in the United 
States. 

The DOD has ways to deal with foreign dependencies. For exam- 
ple, under title m of the DP A, it has been shown to be a useful 
tool for establishing domestic sources. In addition, DOD uses some 
procurement restrictions to maintain a domestic production base 
for critical products like bearings and machine tools. 

The third question relates to the Federal Government's role in 
fostering domestic defense related technologies. Because the most 
advanced defense systems typically incorporate the latest technolo- 
gy, DOD sponsors rese€u*ch in areas that will lead to improvements 
in system performance. We believe industry can be encouraged to 
maintain an interest in defense technology by making DOD a 
better customer. Through the Defense Management Review we are 
implementing many of the improvements and recommendations of 
the Packard Commission and working to eliminate nonvalue-added 
procedures. Further, we are examining the problems of capital for- 
mation which are troubling defense industries and investors. 

The fourth question deali9 with the transfer of defense developed 
technology into the commercial market. Effective mechanisms for 
transferring defense research to the commercial sector are avail- 
able. Statutes such as the Stevenson-Wydler Technology Innovation 
Act, the Federal Technology Transfer Act, as well as Presidential 
Executive Order 12591, provide authorities to the DOD and other 
agencies that allow commercialization of Federal technology to 
work effectively. 

Cooperative R&D between Federal laboratories and non-Federal 
parties can be accomplished without the constraints procurement 
rules often impose because such R&D efforts are treated as coop- 
eration, not procurement. 
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In addition, reports generated as a result of DOD sponsored re- 
search that are not classified or otherwise restricted are made 
available to the public through the National Technical Information 
Service. The DOD also has helped establish research consortia like 
SEMATECH which undoubtedly will benefit conmiercial markets. 

I want to commend the committee, as Mr. Murrin did, for its 
effort to update and reauthorize the DPA. A more detailed expla- 
nation of the Department's views on the bill is included in my writ- 
ten statement. 

Let me just briefly point out that we do strongly endorse the re- 
authorization of the Defense Production Act. Thank you, Mr. 
Chairman. I would be pleased to answer any questions you and 
other Senators may have. 

[The complete prepared statement of Jed Babbin follows:] 
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STATEMENT BY MR. JED BABBIN TO THE 

SENATE COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS 

MARCH 8, 1990 

Mr. Chairman and members of the Committee, I am pleased to be 
here to discuss the Defense Production Act (DPA) . 

The defense industrial and technology base is one of the 
cornerstones of our strategy of deterrence. We have chosen not to 
match our potential atJversaries man-for-man or bullet-f or-bullet . 
Instead, we ha^e chosen to base our deterrence on the superiority of 
our technology and the skill aund training of our forces. 

To maintain this deterrent we must conpete in areas of advaunced 
technologies As the September 1989 edition of "Soviet Military 
Power" stated, ".. the greatest challenge to the U.S. technology aund 
industrial base will almost certainly come from the United States' 
own allies. Thus, the United States must succeed in this 'friendly 
competition' with advanced Western industrial states if its economic 
power, aund the West's system of collective security, is to endure." 

In this competition, and in many other aspects of this issue, 
the Defense Production Act is a useful tool. 

The letter inviting our testimony asks four questions about our 
ability to monitor and maintain defense production The first 
question concerns the adequacy of systems for gathering and assessing 
data on the e^ttent of foreign dependencies among prime contractors 
and subcontractors. We have some information about procurements made 
directly by the DoD; however, our understanding of the lower sub -tier 
supplier levels supporting prime contractors is not as comprehensive. 
Although systems and procedures for gathering industrial base data 
are already in place and data are routinely collected at the 
Service's major commands and def^'-iS'^ ^o^n'^y -^^fices, a better job 
needs to be done integrating this information. We are in the process 
of doing that. In April, experts knowledgeable about 15 different 
data systems will meet to initiate technical development of a 
database that will provide more information about these subtiers, 
including foreign sourcing. 

I believe we can make better use of the information we are 
already collecting, and, when necessary, augment that information 
with special studies relating to specific items or weapon systems. 
I should also note that the Fiscal Year 89 Defense Authorization Act 
requires the DoD to develop a process for performing an industrial 
base analysis on each new major acquisition program and provide the 
results of several test analyses to Congress by February 1991. The 



Digitized by 



Google 



198 



overall framework for gathering aund assessing data is in place. We 
have to do a better job at maunaging it. 

The second question addresses our mutual concern about a foreign 
source becoming aun exclusive supplier of critical equipment or 
technology. Such dependencies raise the risk that foreign interests 
may be able to influence U.S. policy by exploiting our need for their 
products or technology. Accordingly, DoD attempts to avoid foreign 
dependencies. Nevertheless, because the world economy is becoming 
increasingly interdependent aund it would be unwise to require 
everything the DoD buys to be manufactured in the United States. The 
Defense Advanced Research Projects Agency is looking at foreign 
dependency aund is developing a method for assessing vulnerability 
based on market concentration. 

The DoD does have ways to deal with foreign dependencies. For 
example. Title III of the DPA has been shown to be an effective 
mechaunism for establishing a domestic source. In addition, DoD uses 
procurement restrictions to maintain a domestic production base for 
critical supplies like bearings and machine tools. 

The third question relates to the Federal Government's role in 
fostering domestic defense related technologies. Because the most 
advaunced defense systems typically incorporate the latest technology, 
DoD sponsors research in areas that will lead to improvements in 
system performamce. We believe industry can be encouraged to maintain 
an interest in defense technology by making DoD a better customer. 
Through the Defense Maunagement Review we are implementing the Packard 
Commission recommendations and working to eliminate non value added 
procedures. Further, we are examining the problems of capital 
formation which are troubling defense industries and investors. 

The fourth question deals with the transfer of defense developed 
technology into the commercial market. Effective mechanisms for 
transferring defense research to the commercial sector are available. 
The Stevenson-Wydler Technology Innovation Act of 1980, the Federal 
Technology Transfer Act of 1986, and Presidential Executive Order 
12591, "Facilitating Access to Science and Technology", provide 
authorities to the DoD and other agencies to make commercialization 
of Federal technology work effectively. 

In accordance with this statutory direction, cooperative R&D 
between Federal laboratories and non-Federal parties is treated as 
cooperation, not procurement, and can be accomplished without the 
constraints procurement rules can impose. In addition, all reports 
generated as a result of DoD sponsored research that are not 
classified or otherwise restricted, are made available to the public 
through the National Technical Information Service. The DoD has also 
helped establish research consortia like SEMATECH which will 
undoubtedly benefit commercial markets. 
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The primary reason for my appearance before the Committee is to 
discuss the Defense Production Act. The DPA is a very important tool 
for ensuring the availability of resources needed for critical 
defense production. Title I of the DPA allows us to establish 
priorities and allocate resources when scarcities exist. For 
example, when an explosion and fire destroyed half of the U.S. 
ammonium perchlorate production capacity in May 1988, Title I 
authority was used to allocate existing scarce ammonium perchlorate 
to systems on a priority basis. In addition, construction of a new 
ammonium perchlorate plant was expedited by using Title I authority 
to assign priority ratings to orders for construction materials and 
equipment . 

Title III of the Defense Production Act provides a way to create 
or expand manufacturing capacity for certain products and materials 
incorporated into advanced defense systems. Typically these 
materials or products are on the leading edge of technology and lack 
the mature commercial market needed to justify the risk of 
establishing a production facility. High purity quartz fiber, a 
material with several applications including stealth technology, is 
one example where Title III has been instrumental in establishing a 
domestic production capability. 

Provisions contained in Title VII of the Defense Production Act 
provide authorities that are instrumental in preparing for, and 
responding to, national emergencies. These include planning for 
surge and mobilization production capacity, voluntary agreements to 
improve preparedness plans, and authority for the President to 
prevent foreign interests from acquiring or merging with a U.S. 
company if such a merger or acquisition impairs national security. 

I appreciate the efforts made by the Committee to update this 
very important legislation. While we support those provisions in 
S.1379 that are similar to provisions in the Administration's 
proposed Bill, we do take exception to the following: 

1. Section 2, Declaration of Policy, page 5 

Delete lines 7 to 10 and replace with the following: 

"To meet these requirements, it is the policy of 
Congress to take appropriate steps to maintain 
and enhance the defense industrial and technology 
base and to develop industrial preparedness plans 
and programs to reduce the time required for 
industrial mobilization or to respond to actions 
occurring outside the United States which could 
result in the termination or reduction of the 
availability of strategic and critical materials. 
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including energy, which would adversely affect 
national security In order to ensure the 
National Defense Preparedness, it also is 
necessary to assure domestic energy supplies for 
national defense needs." 

The existing DPA language, which has been in existence 
since the early 50s, makes it the development of 
preparedness programs national policy. The S.1379 
language simply states that "the Act affords to the 
President an array of authorities to shape defense 
preparedness programs." A more explicit declaration 
of policy to develop preparedness programs provides a 
stronger foundation for ongoing and future industrial 
preparedness activities and is consistent with other 
recent legislation, i.e., the National Defense 
Authorization Act, FY 1989. 

2. Section 111, pages 5-11. Throughout the section 
delete the references to "critical technology." The 
purpose of Title III is to expand productive capacity 
and supply for materials or industrial resources. 
Because of this, we may buy items which incorporate 
certain technologies, but we do not purchase 
technology. In fact, the criteria which must be 
certified by the President are extremely difficult to 
apply to technology especially in the area of demand 
aund capacity analyses. Since it is unclear how we 
would or could purchase critical technology per se, 
references to it should be deleted. 

3. Section 112 requires reimbursement to the proposed DPA 
Fund for all industrial resources purchased with Title 
III funds and transferred to other Government 
programs. This will only be necessary if such a fund 
is established. All references to the Stockpiling 
Program should be deleted since such traunsfers should 
be made only when the material is needed in the 
Stockpiling Program. 

4. Section 113 requires a onetime transfer of $200 
million from the National Defense Stockpile 
Traunsaction Fund to the DPA Fund. It also would 
traunsfer up to $10 million amnually from the sale of 
stockpile assets to the DPA Fund. We are not in favor 
of rendering the stockpile program less effective, 
which is what this provision would do. 

5. Section 114 would chaunge the responsibility for the 
preparation of the annual offset report required by 
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section 309 from the President to the Secretary of 
Commerce and would require U.S. firms to file 
separately contract by contract reports each time they 
concluded "an offset arraungement exceeding $5 million 
in value." The administration opposes this proposed 
amendment aund has proposed deletion of the offset 
reporting requirement in its entirety. 

6. Section 121 requires that small business concerns be 
given the opportunity to participate in all programs 
to maintain and strengthen the industrial base. This 
provision is unnecessary and could hinder existing 
programs dealing with small business concerns. 

7. Section 122, (4). This adds a definition for 

"domestic source" to the definition section (sec. 702) 
of the Defense Production Act of 1950. This 
definition is added because of the preference provided 
for domestic sources in other sections of the bill 
(e.g., sections 214(b) aund 221). A preference for a 
"domestic source" should be opposed due to problems in 
iiqplementing such a preference resulting from its 
ambiguous definition. 

The definition of "domestic source" in the bill is "a 
business entity that performs substauntially all of the 
research aund development, engineering, manufacturing, 
and production activities required of such firm as a 
defense contractor in the United States or Canada." 
What meets the "substantially all" criterion is not 
clear. Also, this definition would be difficult to 
apply to a multinational defense contractor that 
manufactures one product line entirely in the United 
States or Canada. In contrast, what qualifies as a 
domestic end product has been well defined pursuant to 
the Buy Americam Act (i.e., an end product 
manufactured in the United States and at least 50% of 
its components are produced in the United States) . 

8. Section 122, (11). This adds a definition for 
"services." This should be clarified so that the word 
"includes," as used in the definition is not meant to 
be limiting and does not exclude other "services" and 
that the types of services enumerated are for 
illustrative purposes only. 

During energy supply emergencies, the President may 
find it necessary to exercise DPA section 101 (c) 
contract priority authority to construct or maintain 
energy facilities, including the Strategic Petroleum 
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Reserve (SPR) or Federal electric transmission and 
distribution networks, both inqportaunt to defense 
operations and production. Inclusion of "services" 
would permit a priority rating to be given to the 
Government's contracts with such contractors, assuring 
their priority attention to the SPR's or electric 
networks' needs during a national emergency, and 
correspondingly excusing the contractors from 
potential liabilities to their other customers by 
virtue of their giving priority to the Government's 
needs. 

9. Section 125 amends DPA section 708 (which authorizes 
establishment of voluntary agreements) by broadening 
the authority to establish "saunctioned industry 
consortia" (which is defined to include voluntary 
agreements) aund by broadening protection against 
criminal or civil antitrust actions for saunctioned 
activities relating to industry consortia. 

The Administration opposes expanding the anti-trust 
immunity in the DPA as proposed by S.1379. Anti-trust 
treatment of joint ventures is being considered by 
Congress in the context of other, more general, 
legislative proposals. The Administration has made no 
determination as to whether, or in what form, such 
legislation should be enacted. 

10. Section 127 amends DPA section 721, (Exon-Florio 
provisions) concerning investigations of mergers, 
acquisitions, and takeovers by or with foreign persons 
that could affect national security. We do not 
support the following proposed changes in this 
section: 

Substituting "evidence" for "credible evidence" as one 
of the findings that the President must make before he 
can take action to suspend or prohibit a foreign 
acquisition on national security grounds. This change 
sends the wrong message to foreign investors that we 
are tightening our investment policy. 

Substituting "completion" of the tramsaction as a 
trigger for possible Presidential action. Waiting 
until the transaction is completed not only may 
compromise national security, but a Presidential 
action prohibiting the transaction may do harm to the 
domestic firm by altering market forces after the 
fact. Moreover, by focusing on the fact of completion 
amd not on what action the foreign interest might 
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taike, the change would raise concerns that the U. S. 
regards foreign investment per se as undesirable, 
regardless of the actions of the acquiring person. 

The failure to mention control in the proposed new 
language may raise needless questions as to what kind 
of relationship must exist between the foreign person 
and the U.S. company. If there is no control by a 
foreign person, there is no case for the Presidential 
action under the Exon-Florio provision as currently 
drafted. 

11. Section 134 amends DPA section 710 (which authorizes 
the President to enploy persons without compensation 
to carry out the Act) concerning disclosure of 
financial interests of anyone employed without 
compensation to carry out the provision of the Act. 

We support the elimination from subsection (1) of the 
requirement for Federal Register publication of the 
financial statements of "Without Compensation 
Employees . " Section 9 (b) of the Administration' s 
bill, however, would go further and eliminate any 
requirement for public disclosure of these financial 
statements and recommend enactment of the amendments 
which section 9-11 of the Administration's bill would 
make to the existing DPA section 710 and other 
statutes regarding Executive Reserves. 



12. Section 201 establishes the Industrial Capabilities 
Committee and states the Committee's responsibilities. 
The conposition of the Committee is not specified, yet 
it clearly would require civil agency participation, 
if not chairmanship. The responsibililties are not 
strongly reinforced by required actions. Only (b) (4) 
requires that a recommendation be made to the 
President, in this case, on the results of a review of 
industrial policy objectives, laws and regulations. 
This provision would best be left to the discretion of 
the Executive branch. 

13. Section 202 designates the Secretary of Defense as a 
member of the Economic Policy Council and establishes 
a Defense Working Group within the President's 
Economic Policy Council. 

The Secretary or Deputy Secretary do participate in 
meetings of the Council when DoD is effected, and in a 
sense, are already de facto members. However, we do 



Digitized by 



Google 



204 



object to legislation that mandates how the President 
should orgsinize his administration. 

14. Section 211 provides that contractors shall be 
encouraged to invest in advanced manufacturing 
technology, equipment and processes. 

Subsection (1) provides for an increased profit for 
contractors that make such investments. Federal 
Acquisition Regulation (FAR) Part 15.905-1 (d) and the 
DoD FAR Supplement (DFARS) Part 215.970.1(c) currently 
provide that the contribution of contractor capital 
investments to efficient and economical contract 
performance shall be considered in developing profit 
objectives. DFARS 215.970-1 (c) (3) states that 
facilities capital investments that enhance the 
industrial base should be analyzed and that 
investments in state-of-the-art technology which 
reduce costs or yield other tangible benefits should 
be rewarded. Subsection (1) of Section 211 is 
unnecessary since DoD already considers investments in 
advanced production equipment in the establishment of 
profit . 

Subsection (2) requires the assignment of increased 
weight to source selection criteria relating to the 
efficiency of production. We believe that program 
officers should have the flexibility to determine what 
source selection criteria should be utilized for their 
particular programs and relative inportance of each 
criterion. We are not in favor of restricting this 
flexibility by establishing mauidatory source selection 
factors such as proposed by this subsection. 

15. Section 212(a) requires the President to establish an 
acquisition policy which would require, to the maximum 
extent practicable, that the acquisition plan for any 
major system acquisition provide for contract 
solicitation provisions which encourage conpeting 
offerors to use (in the performeunce of the contract) 
modern industrial facilities, production systems and 
equipment that increase the productivity of the 
offerors and reduce the costs of production. Such eui 
acquisition policy already exists in DoD Directive 
5000.44, "Industrial Modernization Incentives Program" 
(IMIP) . This policy Directive is incorporated in 

DFARS 215.872, "Capital Investment Incentives." This 
existing policy requires DoD to provide incentives, 
encouraging contractors and subcontractors to, among 
other things, enhance productivity, accelerate the 
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development and implementation of advanced 
manufacturing technology shorten lead time, and 
increase industry surge and mobilization capability. 
This policy already requires DoD Components to 
actively encourage IMIP participation by industry eUid 
to assess IMIP in their acquisition plans Therefore, 
DoD opposes section 212 because an acquisition policy 
such as the one proposed is already in place. 

16. Section 213 requires the President to establish a 
policy authorizing a departmental secretary to 
restrict to domestic sources competition far all or a 
portion of a contract opportunity to fulfill the 
requirement for supplies that are the products of or 
are manufactured through the application of a critical 
technology DoD opposes the proposed policy because 
10 U.S.C. 2304(c) (3) (A) already provides authority to 
use other than full and open competition when it is 
necessary to award a contract to 3 particular source 
or sources in order to maintain a facility, 
manufacturer or producer for furnishing property or 
services in case of a national emergency or to achieve 
industrial mobilization* This authority is 
iinplemented in section 6.302-3 of the far which states 
that use of this authority may be appropriate to 
create or maintain the required domestic capability 
for production of critical supplies by limiting 
competition to items manufactured in the United States 
or Canada In FY88, DoD awarded $5 9 billion in 
contract awards under this authority. 

17. Section 214(a) requires the President to prescribe an 
acquisition policy authorizing a departmental 
secretary to make a noncompetitive contract award 
pursuant to the authority provided in 10 U.S.C. 
2304(c) (3) {A} for the procurement of any critical item 
of supply from a domestic source in order to maintain 
at least one domestic source determined to be 
essential to national security. DoD opposes the 
proposed policy because 10 U.S.C 2304(c) 3 (A) has 
been inclement ed in FAR 6.302-3 and already provides 
the authority proposed in the bill. DoD has used this 
authority on numerous procurements. 

Section 214(b) provides that the President shall 
prescribe a policy requiring that the solicitation for 
the procurement of any major system: specify the 
minimuin percentage of the total estimated value of the 
contract that is to be performed by one or more 
domestic firms; require the submission of a 
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subcontracting plan to attain the percentage 
specified; specify that a source selection factor not 
to exceed 10% of the total evaluation points relate to 
the domestic percentage requirement and the extent to 
which each offer meets or exceeds the specified 
percentage; provide that the percentage specified by 
an offeror shall be a material element of any 
resulting contract; and require the contractor to 
identify each subcontractor counted towards attainment 
of the specified percentage. This provision is 
similar to a bill introduced earlier this year 
(S.495) . DoD strongly opposed the bill and strongly 
opposes this provision for the reasons outlined in the 
following paragraphs. 

The requirement of this subsection for major system 
solicitations to specify the minimum percentage of the 
contract value that is to be performed by domestic 
firms will be viewed as a "protectionist" measure by 
our allies, invite retaliatory action, and result in 
inefficient use of defense resources. DoD opposes 
this requirement since the Buy American Act and the 
Balance of Payments program currently provide for a 
significant preference for domestic products (50% 
price evaluation differential is also applied to 
offers of foreign products) . 

This evaluation differential is also applied to 
domestic products if 50% or more of the components are 
foreign. 

In order to promote rationalization, interoperability 
and standardization with our allies and in order to 
promote the most efficient use of defense resources, 
DoD has entered into agreements to waive the Buy 
American Act in return for our allies removing any 
similar barriers. Also, pursuant to the Trade 
Agreements Act of 1979 (19 U.S.C. 2501), similar Buy 
American Act waivers are granted for qualified 
purchases from sources in countries that have signed 
the General Agreement on Tariffs and Trade. The 
requirement of this subsection for DoD to give a 
preference at source selection to offerors that 
propose a higher domestic content percentage would be 
contrary to these international agreements. 

DoD promotes the use of commercial or 
non-developmental items (NDI) , partly as a result of 
recent legislation, in order to satisfy DoD 
requirements in a more economical manner by obtaining 
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items which do not need to be developed or customized 
for DoD. This subsection would frustrate this effort 
by in^osing several additional DoD unique data 
requirements on prime contractors and by discouraging 
the use of foreign commercial subcontractors. 
Offerors proposing NDI supplies, that have a lower 
percentage of domestic content than the competition, 
would be at a disadvantage during proposal evaluation 
or would have to develop domestic suppliers, which 
would defeat the objective of the DoD initiative. 

Section 214 (c) requires the President acting through 
the Secretary of Defense to identify and publish a 
list of critical items in the FAR. This subsection 
should be deleted. Picking "winners and losers" will 
not achieve our objective of retaining our 
manufacturing technological and scientific leadership 
to continue to build superior weapon systems. Indeed, 
it may be counterproductive to subsidize one industry 
over another since the production of every major 
weapon system touches virtually all industrial sectors 
either directly or indirectly. 

18. Section 221 of the proposed bill provides that a 
policy shall be established which would require the 
application of price evaluation factors to the offers 
of nondomestic sources when necessary to counter any 
price advantage the nondomestic source may have over a 
domestic source as a result of any "unfair advantage." 
"Unfair advantage" is defined as a foreign source that 
has been subsidized or the nonapplication of 
socioeconomic programs to a foreign source that are 
applicable to a domestic source. DoD opposes this 
section because it would be very difficult to 
implement. For example, it would be very difficult to 
determine when a foreign firm has received a subsidy. 
The definition of "subsidies" varies greatly under the 
laws of different nations and the GATT and variously 
excludes and includes direct payments, tax breaks, and 
market protection. A 1986 study concluded that 
foreign firms do not enjoy an unfair conpetitive 
advantage from the non-application of U.S. 
socioeconomic programs because many countries inpose. 
similar requirements through their national 
legislation and regulations. 

19. Section 222 provides that a contractor that has 
engaged in an unfair trade practice, shall be subject 
to suspension and debarment. There is enough 
flexibility in the current regulations (FAR subpart 
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9.4) to consider the "unfair trade practice" factors 
listed in section 222 as a basis for suspension or 
debarment. We oppose this provision because 
suspension and debarment are business decisions made 
to protect the Government. Section 222 would transfer: 
them to a punishment. 

This concludes my statement. I want to thank the Committee for 
inviting me here today and will be happy to answer any questions. 
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Senator Dixon. Thank you, Mr. Babbin. 

We will he€u* from Dr. Burman, the Administrator- Designate of 
the Office of Federal Procurement Policy, OMB. Mr. Burman, 
thanks for being here. 

STATEMENT OF ALLAN V. BURMAN, ADMINISTRATOR-DESIG- 
NATE, OFFICE OF FEDERAL PROCUREMENT POLICY, OFFICE 
OF MANAGEMENT AND BUDGET 

Mr. BuRBftAN. Thank you very much, Mr. Chairman. 

Mr. Chairman and members of the committee, I am the Adminis- 
trator-Designate for Federal Procurement Policy. Last Thursday, as 
a matter of fact, the Senate confirmed my appointment to that po- 
sition, so I now will formally hold that title. 

If I may, as Mr. Babbin did, I would like to submit my statement 
for the record and briefly summarize it. 

Again, Td like to commend the committee for its efforts to reau- 
thorize and amend the Defense Production Act. As you know, it 
contains a number of authorities that are vital to our national se- 
curity. 

The administration has submitted a proposed permanent reau- 
thorization for the Defense Production Act. Senator Gcun has just 
recently introduced this legislation as S. 2168. 

If I may, Td like to address some of the key provisions of S. 1379 
and then briefly respond to the four questions you asked in your 
letter of invitation. 

First, with regard to S. 1379, there are a number of areas where 
the administration proposal and S. 1379 are very similar. These in- 
clude the addition of services to Title I of the Defense Production 
Act, increasing the congressional approval threshold for title m 
projects from $25 million to $50 million, and the repeal of section 
708(a) of title VD. This repeal will provide antitrust protection for 
voluntary actions taken by U.S. oil companies to ftdfill oil supply 
obligations under NATO and other agreements. We certainly sup- 
port all these measures. 

There are other areas, however, where the administration pro- 
posal differs from S. 1379 and these are differences that we need to 
work out with the committee. 

I'd like to mention a few of these concerns. A full discussion of 
these and other concerns is included in my prepared remarks. 

Senator Dixon. Pardon me, Mr. Burman, but mav I say your pre- 
pared remarks will be reproduced in the record in mil. 

Mr. BuRBftAN. Thank you very much, Mr. Chairman. 

First, the new section 304 of the act woidd set up a revolving 
fund to carry out the purchase guarantee program. I worked with 
the committee in 1984 in the Congress when the title m provisions 
were set up. I believe that the system that we established back 
then for determining support for critical technologies provides very 
useful controls for both the administration and the Congress and 
also considerable visibility for these projects. Therefore, the admin- 
istration woidd prefer the current arrangement. 

With regard to of&ets, we do not favor a new real time reporting 
requirement. We have done four of&et reports now and they have 
shown that, on balance, sales with of&eto often do have net eco- 
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nomic benefits compared to no sales at all. Moreover, the adminis- 
tration is tasked to continue to report to Congress on the success of 
its negotiations with foreign countries to reduce the adverse effects 
of offsets. Given the results of the previous studies, and this new 
requirement, we would recommend that we not have additional re- 
porting requirements. 

There is also new language in section 708 of the bill that extends 
the antitrust waivers to all kinds of joint ventures. We are well 
aware of the importance of this issue and the need to remove un- 
warranted antitrust barriers. As Mr. Murrin said, the President 
yesterday made a number of comments to the American Electron- 
ics Association, including some statements with regard to loint ven- 
tures that would improve this situation somewhat. I don t plan to 
go into detail on those, but we would certcdnly be happy to work 
with Congress with regard to any appropriate legislation that 
would be required for these kinds of ventures. 

Section 127 of S. 1379 amends the DPA section 721 concerning 
investigations of mergers, acquisitions and takeovers by foreign 
persons that could affect national security. These are the so-called 
Exon-Florio provisions. These establish a standard that in order for 
a President to exercise his authority to suspend or prohibit a 
merger he must find credible evidence that the foreign interest 
might take action that impairs national security. 

The amendment would, among other things, weaken the eviden- 
tiary standard by removing the standard that the evidence be cred- 
ible. We believe that the current authority is adequate and that 
the changes would imply that the United States is concerned about 
foreign ownership per se, which would contradict our longstanding 
policy of welcoming foreign investment. 

There are also in S. 1379 a number of provisions that would task 
the President, working through the Administrator for Federal Pro- 
curement Policy, to take action to invest in manufacturing equip- 
ment to purchase from domestic sources in certcdn instances and to 
make use of modem facilities. We believe similar provisions exist 
in the Federal Acquisition Regulation [FAR] with regard to a 
number of these or in the defense supplement to the FAIl, and we 
would be happy to discuss them with the committee and, where ap- 
propriate, to look toward appl3dng them on a govemmentwide 
basis. 

We do oppose provisions that run counter to international trade 
commitments we have made and I describe these concerns in my 
prepared remarks. 

Finally, Mr. Chairman, with regard to the four specific questions 
that I was asked to respond to today, they deal with assessing data 
on the extent of foreign dependencies, concerns about foreign com- 
panies becoming sole source suppliers of national security items, 
the efforts of the Government to develop domestic-based defense-re- 
lated technologies and mechanisms to help transfer high technolo- 
gy defense research into benefitting civilian-related technologies. 

On the data issue, there is no single govemmentwide system that 
identifies such dependencies. One of the areas that my office has 
responsibility for is the Federal Procurement Data System. That 
system gives information on all of the contracts that the Govern- 
ment has with private industry, but it does not give information on 
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raw materials that are included in those contracts or who supplies 
them. Defense has identified some items needed imder title ni of 
the Defense Production Act and there are a series of reports, as has 
been mentioned, required in the 1990 Defense Authorization Act 
that address these issues and I suspect we need to look to those re- 
ports to see what suggestions we might have to deal with them. 

On foreign companies becoming sole source suppliers, rwe have 
concerns any time the Government is put in such a situation. The 
basis of our acquisition system is fiill and open competition so liiat 
the Government can get the best product at the best price and that 
is something that, as Administrator for Federal Procurement 
Policy, I strongly support. 

There are provisions, however, in the Competition in Contracting 
Act [CICA] tjiat allow agencies to exclude sources from competing 
for contracts in the interest of national defense and in the interest 
of industrial mobilization. I asked to see what kind of use has been 
made of those provisions, and I have some data from the Federal 
Procurement Data S3rstem that suggests in 1988 some $9.5 billion 
and some 3,000 contract actions took place that made use of these 
provisions. So there are some mechanisms to try to deal with these 
kinds of issues. 

On fostering the development of technologies, cle€u*ly one thing 
that the Government is doing that has a substantial effect is the 
$71 billion that we are spending in direct R&D funding or we are 
proposing to spend in the 1991 budget. There are also a number of 
areas that Mr. Murrin commented on from the President's speech 
yesterday to create the environment that reduces the cost of cap- 
ital and removes imwarranted barriers to joint ventures and to im- 
prove liie trade situation with our allies, as well. 

Finally, on transferring technology, a number of actions have 
been taken. I know that you have been very much involved in that 
issue, particularly with the question of technical data rights and 
how those rights should be treated. 

We are now working on a govemmentwide rule based on the 
principle that the Government should buy only the data rights it 
needs and leave the proprietary rights to commercialization with 
the developer. I think that this will go a long way toward meeting 
some of the concerns that have l^n raised with regard to this 
issue and we hope to have something on this this spring. 

In conclusion, Mr. Chairman, we very much support the commit- 
tee's efforts to reauthorize the Defense Production Act. We would 
hope to work with you to achieve this result and I'm happy to take 
any questions. 

[The complete prepared statement of Allan V. Burman follows:] 
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Mr. Chairman and Members of the Committee: 

I appreciate the opportunity to appear before your 
Committee to discuss S. 1379, a bill to reauthorize and amend 
the Defense Production Act of 1950, and for other purposes. 
The authorities granted by the Defense Production Act (DPA) 
are important to our national security and I look forward to 
working with the Committee to help achieve its 
r eauthor i z at ion . 

In some respects, S. 1379 is similar to the draft bill 
to reauthorize the DPA submitted by the Administration in 
January, 1990. We support % provisions in S. 1379 that are 
similar to those in the Administration's proposed bill. 
However, there are, many provisions in S. 1379 that differ 
significantly from the Administration's proposal. My 
testimony, this morning, will review the authorities granted 
by the DPA and focus primarily on the major provisions of S. 
1379 that differ from the Administration's proposal. 
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Titlg It PriQcitiw and Ailpg?»tipng 

The authority in Title I of the DPA assures prompt 
perfomance on certain defense procurement contracts. Under 
this Title priority ratings are estsJ^lished which require 
contractors to give preference to procurement contracts 
required for national security purposes over other 
contracts. In addition. Title I contains limited authority 
to allocate materials and facilities for defense purposes. 
This authority was used most recently to allocate ammonium 
perchlorate which was in short supply because of the 
destruction of one of the two manufacturing plants in Nevada. 
The ammonium percholate was allocated to defense programs 
having the highest priority. In addition, in building the 
new ammonium perchlorate plant, priority ratings were used to 
order materials and supplies to expedite construction. 

Proposed Changes to Title I 

Section 131 of S. 1379 would amend Section 101 of the 
DPA by adding "Services" to Subsection 101(c)(1) thereby 
permitting the President, upon a proper finding, to require 
the priority performance of service contracts or orders to 
maximize domestic energy supplies. We support the addition 
of "Services" to Section 101. We do not, however, understand 
the additional change proposed by Section 131; i.e., to 
require that Presidential findings to use the authorities 
conveyed by Subsection (C) (1) be submitted to Congress. If 
the intent is to limit the President's ability to act to 
those situations where Congress approves the findings, we 
would oppose the change. This requirement could impede the 
President's timely action and is not presently required by 
the DPA. 



Title III. Expansion of Productive Canacitv and SuppIv 

Authority to expedite productive capacity and supply 
needed for the defense effort is contained in this title. 
Section 301 contains loan guaranty provisions that can be 
used by procuring agencies to assist contractors in securing 
working capital and equipment needed for the performance of 
defense contracts. Guaranties are provided on loans made by 
public and private financing institutions. Section 302 
provides authority for direct loans from the Government. 
These authorities have not been used in the last several 
years, but they could be invaluable at some point and they 
should be retained. 
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Section 303 provides authority to make purchase and 
purchase commitments to foster industrial expansion and 
supply of strategic and critical materials. Ten projects 
have been initiated under this authority in the last 6 years. 

Prgpos^g chftnq^g %q Titl? Ill 

S. 1379 would add a new Section 304 to Title III and 
would amend the existing Section 309. The proposed Section 
304 would estsJ^lish a DPA fund to carry out the purchase 
guarantee purposes of Section 303. The eunendments to Section 
309 would change the annual offset report. 

Pregfflt g?gti9n ?Q3 r^naihq Pr?^Qtig^g: After projiects are 
identified by Defense as meeting the requirements of the Act, 
they are forwarded to ONB for approval and inclusion in the 
budget. Congress approves specific projects and funds are 
appropriated in the Defense Appropriations Bill. 
Appropriated funds are generally obligated under Section 303 
in phases: Phase I funds the contractor to produce a limited 
quantity of the item for testing; phases II and III provide 
purchase guarantees towards the sale of specified quantities. 
The purchase guarantees are not exercised if the contractor 
successfully markets the materials to weapons producers or 
other Government sources. If the supplier is not successful 
in marketing the specified quantity, the guarantee clause 
will be exercised and the product will be purchased by the 
Government. 

Proposed DPA Fund ; The DPA fund proposed by Section 113 of 
S. 1379 would be capitalized by a transfer of $200 million 
from the unobligated balance of the National Defense 
Stockpile Transaction fund. The DPA fund would also receive 
annually the first $10 million resulting from any sales of 
excess stockpile materials. Purchase guarantees would be 
supported from the DPA fund. If materials are procured under 
the guarantee, they could be resold to other Government 
program offices or the National Defense Stockpile and the 
fund would be reimbursed. An important aspect of the 
proposed fund is that it would be liable for only one-third 
of the value of the purchase guarantee. This would mean that 
a fund of $200 million, for example, could be used to support 
project guarantees valued up to $600 million. The rationale 
for this is that it would be unlikely that all contractors 
would need to exercise their purchase guarantees at the same 
time, and there would be no need to maintain a fund equal to 
the full value of all the guarantees. 

Concerns About the Proposed DPA Fund; There are several 
concerns about the establishment of the proposed DPA fund. 
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First, the current system for funding Section 303 projects is 
adequate and provides controls for both the Administration 
and Congress. Second, it is not clear how contingent 
liability resulting from guaranteeing purchases that exceed 
the value of the fund would be treated. Third, revolving 
funds (such as the proposed DPA fund) are most useful when 
there are frequent transactions as in industrial -type funds 
ifhere materials are being sold and replacement quantities 
purchased on a repetitive or recurring basis. There is not 
enough activity in the present Section 303 program to require 
such a fund. Finally, the accountsJ^ility and visibility of 
transactions is far greater in the normal annual budget 
review and approval process than in transactions funded by 
revolving funds. 

Amendments to Section 309 

Section 114 of S. 1379 would change the responsibility 
for the preparation of the annual offset report required by 
Section 309 frcMD the President to the Secretary of Commerce. 
Also, it would require U.S. firms to file separate contract- 
by-contract reports each time they concluded "an offset 
arrangement exceeding $5 million in value." 

The reporting requirements now contained in Section 309 
were specified by the DPA Amendments of 1984 and expanded in 
the DPA Amendments of 1986. Four annual reports have now 
been prepared pursuant to Section 309 and a fifth is in final 
preparation. These reports also respond to Section 825 of 
the FY 89 National Defense Authorization Act which contains 
some duplicative as well as additional requirements. The 
reports indicate that offsets have averaged about $2.5 
billion annually during the 1980-87 period; and they conclude 
that offsets, in general, do not adversely affect the U.S. 
economy. Sales with offsets, for example, often have net 
economic benefits, as ccmpared with no sale at all. 

During the next few months, most reporting requirements 
now specified in both the DPA and the FY 1989 DOD 
Authorization Act will be completed. The only remaining 
requirement contained in the 1989 DOD Authorization Act, 
requires the President to report to Congress each year for 
three more years regarding the progress of negotiations with 
foreign countries to limit the adverse effects of offsets on 
the industrial base of the U.S. and foreign countries. 
Accordingly, and in view of the President's continuing 
responsibility to report under the 1989 DOD Authorization 
Act, it is recommended that the proposed amendment to Section 
309 be deleted and that the Section be repealed. 

In addition to expanding the offset report requirements. 
Section 114 of S. 1379 changes company reporting of offsets 
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from a periodic accounting of their offset activities to a 
continuous reporting requirement on individual agreements. 
Under Section 114, compamies would file separate reports, in 
accordance with regulations to be issued by the Secretary of 
Commerce, each time they concluded "...an offset arrangement 
exceeding $5 million in value. ..*■ In addition to being 
burdensome, this approach would result in a data base 
covering fewer offset obligations than has already been 
collected under current law. Clearly, additional costs and 
burdens would be incurred by both industry and Government 
without any clearly perceived benefits. 

Section 114 also shifts responsibility for preparation 
of the President's annual report on offsets from 0MB (%^ere 
it has been since 1984 as envisioned by the Conference 
Committee which created the original DPA 309 requirement) to 
the Department of Commerce. The Administration believes that 
the President should retain the prerogative of assigning the 
reporting responsibility. Moreover, the present OMB-chairad 
interagency process has proven to be an effective mechanism 
for preparation of the reports. 

Title VII. General Provisions 

Title VII of the DPA contains general authorities for 
encouraging small business participation in programs 
authorized by the DPA. In addition, it defines various terms 
for the purposes of the Act; authorizes delegations of the 
authorities it confers to the President; and grants U.S. 
district courts jurisdiction over violations of the Act. 
Section 708 provides antitrust protection for the actions of 
private companies who carry out "voluntary agreements" to 
help provide for the defense of the U.S. through the 
development of preparedness programs and expansion of 
productive capacity. Section 710 provides for the 
estsJ^lishment of a National Defense Executive Reserve, and 
Section 721 provides authorities to prohibit foreign 
takeovers of critical industries. 

Proposed Changes to Title VII 

Part C of S. 1379 would substantively eunend Title VII by 
adding several new definitions (e.g., critical component, 
critical technology, domestic source, nondomestic source, 
industrial resources, and services) . In addition, it would 
amend substantially the existing Section 708 and extend 
antitrust protection for "sanctioned industry consortia" in 
lieu of the "voluntary agreements" now specified in Section 
708. It would repeal Section 708A and amend Sections 710 and 
721. We agree with the repeal of Section 708A but have 
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concerns sJ^out the amendments proposed for Sections 708, 710 
and 721. 

Existing Section 708 

Section 708 now provides an antitrust defense for the 
actions of private persons who carry out "voluntary 
agreements." Voluntary agreements are agreements initiated 
by the President among private sector organizations for the 
piirposes of planning preparedness programs and expanding the 
production and supply of materials essential to the national 
defense. A voluntary agreement that is to be exempt from the 
antitrust lavs may be formed upon the President's finding 
that, "conditions exist %i7hich may pose a direct threat to the 
national defense or its preparedness programs." Formally 
promulgated rules must be followed, and an agreement may not 
beccMue effective unless the Attorney General, in consultation 
with the Chairman of the Federal Trade Commission (FTC) , 
finds that its purposes may not be achieved by an agreement 
having less anticompetitive effects, or without any 
agreement at all. There are many other requirements, 
including: Federal officials must be permitted to attend any 
meetings to carry out an agreement, transcripts must be kept 
of such sessions, notices must be published in the Federal 
Register , meetings must be open to the public unless certain 
exempt information is to be discussed, and agreements are 
limited to two years unless renewed for two year periods with 
the concurrence of the Attorney General. Finally, the 
Attorney General and the FTC are to monitor the operation of 
any agreements and report annually to Congress on the effects 
of such agreements on competition and market structure in the 
relevant industries. 

Proposed Changes to Section 708 

Section 125 of S. 1379 would expand significantly the 
types of activities that could be exempted from the antitrust 
laws under the DPA. Whereas voluntary agreements requested 
by the President to support DPA purposes cam now be exempted, 
the proposed amendments offered by S. 1379 would, in 
addition, authorize antitrust exemptions for "sanctioned 
industry consortia." A sanctioned industry consortium is 
defined within S. 1379 as: 

"an arrangement among two or more entities for the 
purpose of jointly undertaking a specific program 
of basic research, research and development, 
production, marketing, any specified combination 
of the foregoing activities, or a flexible 
manufacturing network relating to industrial 
resources or critical technologies found to be 
essential to the preservation or enhancement of 
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the industrial or technology base of the United 
States supporting the national defense. Such 
participating entities may include for-profit 
business concerns, not-for-profit entities, and 
educational institutions." 

This new provision could extend antitrust waivers to 
virtually any joint venture, including marketing joint 
ventures, in high-tech or even basic industries. Though 
Presidential "authorization" (which would be delegable) would 
be required along with Justice Department and FTC review, no 
"direct threat" to the national defense would have to be 
cited in order for the new certification/antitrust exemption 
procedure to be available. Also, the proposed new 
"sanctioned industry consortia" authority is designed for 
situations where industry initiates a request for antitrust 
protection. 

These provisions are fundamentally different from those 
now contained in the DPA. Therefore, we would recommend 
that any such new authority for "sanctioned industry 
consortia" be considered separately from existing DPA 
authorities. We do not believe it is appropriate to consider 
such broad authorities in the DPA context. 

We urge enactment of the amendments contained in Section 
8 of the Administration's bill. These amendments include: 

Authority for Section 708 voluntary agreement 
participants to develop "plans of action," such as 
employed under that Section during the Korean War 
and authorized under Section 252 of the Energy 
Policy and Conservation Act (EPCA) , which provides 
an antitrust defense for U.S. oil companies 
carrying out the "Voluntary Agreement and Plan of 
Action to Implement International Energy Progreun." 
At present under Section 708, any actions decided 
upon by voluntary agreement participants would have 
to be reflected in a new "voluntary agreement," as 
distinguished from an implementing "plan of 
action." The inclusion of the plan of action 
concept in the DPA, as a component of voluntary 
agreements, provides more flexibility. While the 
plan of action must be approved, a separate 
approval process similar to the voluntary agreement 
is not required. 

Elimination of the unique, vague and difficult 
requirement that, in order for actions to qualify 
for the antitrust defense, the person taking them 
must have done so "in good faith." No such test 
was imposed in EPCA Section 252, on participants in 
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the International Energy Program. In contrast with 
the DPA's good faith requirement, EPCA Section 252 
provides that actions complained of must not have 
been taken "for the purposes of injuring 
competition." 

Provision for a breach of contract defense in 
Section 708 comparable to that now afforded by EPCA 
Section 252. It is expected that voluntary 
agreement participants would demand breach of 
contract protection as a condition of their 
assisting in carrying out Government policies with 
respect to reallocation of resources. 

Exemption of voluntary agreement participants from 
the provisions of laws, rules and regulations 
pertaining to advisory committees while they are 
carrying out the provisions of a voluntary 
agreement and/or plan of action under this Act. 

Availability of the option in the Administrative 
Procedures Act (5 U.S.C. 552(b)(4)) to deny public 
access to all meetings and records concerned with 
developing or carrying out voluntary agreements 
dealing with business confidentiality and trade 
secrets as well as national security. Currently, 
Section 708(d) of the Act limits denial of public 
access to meetings to develop voluntary agreements 
and records of all advisory committee meetings to 
reasons of national security. The proposed 
language removes impediments to eliciting a 
voluntary agreement from companies concerned about 
trade secrets, and improves the flexibility of 
Section 708 with respect to the application of 
advisory committee statutes. 

Section 708A 

Subsection (o) of Section 708A prohibits the use of 
voluntary agreements under Section 708 to implement any 
petroleum-related international agreement to which the United 
States is a party. Consequently, subsection 708A(o) does not 
allow antitrust protection for voluntary actions by United 
States oil companies to fulfill the United States* oil supply 
obligations under the North Atlantic Treaty, or other 
international agreements, such as the United States-Israel 
Oil Supply Agreement. Repeal of Section 708A would rectify 
this situation and would not affect the status of the EPCA as 
the exclusive statute governing voluntary agreements and 
plans of action pursuant to the International Energy Program. 
Again, we agree with the Committee's intention to repeal 
Section 708A. 
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Section 710 

Section 710 of the DPA provides authority to the 
President to set up and train a reserve of persons froB 
private industry (National Defense Executive Reserve) to fill 
Executive positions in tines of naticmal security emergency, 
and to e!nploy pers<ms without cooqpensation. S. 1379 (Section 
134) vould amend Section 710. Aisong the anendaients are 
provisi<ms that would require seBbera of the Executive 
Reserve to file unique public financial disclosures 
providing, in some cases, more infoonnation than those 
required of any other present full-time or part-time 
Government employee. 

For example, under the present public financial 
disclosure requirements, there is a threshold amount that 
must be met before an individual has to report that he or she 
has an interest in any entity. There is no thre^old amount 
in S. 1379; any financial interest will trigger the dis- 
closure requirement. Further, no employee newly entering 
the Government has to disclose financial interest no longer 
held if that interest was not a source of at least $100 of 
income during a specified period prior to entry into 
Government service. This proposed requirement would require 
the disclosure of all assets held during the 60-day period 
prior to appointment, regardless of whether they are now held 
or whether they were the source of any income. 

We believe that the present systems of public and 
confidential financial disclosure under the Ethics in 
Government Act are sufficient to meet the needs of the 
Government in maintaining a strong ethics program for these 
individuals. The addition of this new special system could 
inhibit the Government from attracting the best-qualified 
individuals to serve in the Executive Reserve. 

g^ptjop 723- 

Section 127 of S. 1379 amends DPA Section 721, (Exon- 
Florio provisions) concerning investigations of mergers, 
acquisitions, and takeovers by or with foreign persons that 
could affect national security. 

The Exon-Florio amendment establishes the standard that, 
in order to exercise his authority to suspend or prohibit any 
merger, acquisition, or takeover, the President must find 
"credible evidence" that the foreign interest exercising 
control might take action that threatens to impair national 
security. Section 127 of S. 1379 would weaken significantly 
this evidentiary standard by removing the requirement that 
the evidence be "credible." We are not aware of any instance 
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in which the President has been unable to invoke this 
authority because of the evidentiary standard incorporated in 
the law. 

We also are concerned about the replacement of the word 
"control," in subsection (d)(1) of Exon-Florio, with the word 
"conpletion" pr<q;>osed in S. 1379. While the intent of this 
substitution is not fully evident, the effect of deleting the 
criterion of "control" is clear. As section 721(c) of Exon- 
Florio provides, its purpose is to give the President the 
authority to stop nergers, acqpiisitions and taJceovers by 
foreign persons "so that such control will not threaten to 
ixptkir the national security." "Control" is the central 
criterion by which Exon-Florio nay be invoked because it is 
the potential control of U.S. companies by foreign persons 
that raises national security concerns. The completion of a 
merger, acquisition, or takeover by foreign persons, in and 
of itself, does not threaten to impair the national security. 
What might threaten the national security is the control that 
foreign persons could exercise over a United States company 
or industry. 

Widening the scope of Exon-Florio in the manner 
suggested in S. 1379 would imply that the United States is 
concerned about foreign ownership per se, which would 
contradict our longstanding policy of welcoming foreign 
investment. In our view, the DPA as currently written 
correctly balances our open investment policy and U.S. 
national security concerns. 

A<aditi9naX PrQvigtgng Qt gt 1?7? 

Parts B and C of Title II of S. 1379 provide additional 
provisions to improve industrial competitiveness and the 
defense industrial base by proposing changes to existing 
procurement policies and regulations. These efforts are 
similar in purpose to several existing OFPP initiatives. For 
example, OFPP is currently working to: a) simplify the 
procurement process by reducing the number of regulations and 
the corresponding paperwork; b) emphasize the purchase of 
commercial products and authorize the use of commercial 
procurement practices, and c) make it easier for contractors 
to retain technical data rights. These efforts, as do the 
changes proposed in Parts B and C, recognize the relationship 
between good procurement practices and a healthy, competitive 
industrial base. Sections 211, 212, 213, 214, and 221 of S. 
1379 assign specific tasks to the Administrator for Federal 
Procurement Policy. Comments and views on those tasks are 
provided below. 
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Section 211 

Section 211 provides that the President, acting through 
the Administrator, prescribe a policy that encourages 
contractors to invest in advanced manufacturing technology, 
equipment and processes. The policy is to provide for 
increased profits for contractors that make such investments 
by assigning increased weight to source selection criteria 
relating to the efficiency of production. 

Provisions are now included in the Federal Acquisition 
Regulation (FAR) Part 15.905-1 (d) and DOD FAR Supplement 
(DFARS) 215.970.1(c) that provide for the consideration of 
contractor capital investments in developing profit 
objectives. Those FAR and DFAR provisions appear to already 
implement the authorities proposed in subsection (1) of 
Section 211. Subsection (2) of Section 211, would require 
assignment of increased weight to source selection criteria 
relating to the efficiency of production. This weighting 
would benefit all offerors, including foreign offerors. To 
apply this provision to just domestic concerns would be 
anticompetitive and could harm the defense industrial base. 
Accordingly, if Subsection (2) is retained it should not be 
limited to domestic firms. 

Section 212 

Section 212(a) requires the President, through the 
Administrator for Federal Procurement Policy, to establish an 
acquisition policy which would require, to the maximum extent 
practicable, that the acquisition plan for any major system 
acquisition provide for specific contract solicitation 
provisions which encourage competing offerors to use modem 
industrial facilities, production systems and equipment that 
increase the productivity of the offerors and reduce the 
costs of production. An acquisition policy similar in 
intent to that prescribed in Section 212(a) is now provided 
in DOD Directive 5000.44, "Industrial Modernization 
Incentives Program** (IMIP) . The specific inducements 
suggested in Section 212(b) will be reviewed to determine if 
they should be incorporated in DOD Directive 5000.44 and 
whether a policy similar to the IMIP provided in 5000.44 
should be made applicable to civilian agencies. 

g^gtJQn 21? 

Section 213 states that the President, acting through 
the Administrator for Federal Procurement Policy, ''shall 
prescribe an acquisition policy authorizing a departmental 
secretary to restrict to domestic sources competition for all 
or a portion of a contract opportunity to fulfill the 
requirement for supplies that are the products of, or are 
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Banufactured through, the application of a critical 
technology...." 

The Competition in Contracting Act of 1984 (P.L. 98-369, 
July 18, 1984) now provides authority to use other than full 
and open competition when it is necessary to award a sole 
source contract in order to maintain the industrial base. 
This authority is in^lemented in Section 6.302-3 of the FAR 
and further authorities are not considered necessary for this 
purpose. 

gggtion 214 

Section 214 consists of 3 subsections: Subsection 
214(a), Maintaining Domestic Sources; Subsection 214(b) 
Subcontracting, and Subsection 214(c) Critical Items of 
Supply. 

Subsection 214 faK Subsection 214(a) requires the 
President, acting through OFPP, to prescribe an 
acquisition policy authorizing a departmental secretary 
to make a noncompetitive contract award for the 
procurement of any critical item of supply from a 
domestic source determined to be essential to national 
security. This proposed policy has already been 
implemented in FAR 6.302-3 and further authority is not 
required. 

Subsection 214 fbK Subsection 214(b) provides that the 
President, acting through the Administrator for Federal 
Procurement Policy, shall prescribe a policy requiring 
that the solicitation for the procurement of any major 
system (1) specify the minimum percentage of the total 
estimated value of the contract that is to be performed 
by one or more domestic firms; (2) require the 
submission of a subcontracting plan to attain the 
percentage specified; (3) specify that a source 
selection factor not to exceed 10% of the total 
evaluation points relate to the domestic percentage 
requirement and the extent to which each offer meets or 
exceeds the specified percentage; (4) provide that the 
percentage specified by an offeror shall be a material 
element of any resulting contract; and, (5) require the 
contractor to identify each subcontractor counted 
towards attainment of the specified percentage. 

The requirements of this subsection are not 
considered necessary since the Buy American Act now 
provides for a 50 per^cent price evaluation preference 
for domestic products for the Department of Defense. 
This evaluation differential is also applied to domestic 
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products if 50 percent or more of the components are 
foreign. 

In addition, agreements have been entered into to 
waive the Buy American Act in return for other 
countries removing any similar barriers. Also, under 
the Trade Agreements Act of 1979 (19 U.S.C. 2501), 
waivers of the Buy American Act are granted for 
purchases from sources in countries that have signed 
"The Agreement on Government Procurement," negotiated 
under the auspices of the General Agreement on Tariffs 
and Trade. The requirement of this subsection to give a 
preference at the time of source selection to offerors 
that propose a higher domestic content percentage would 
be contrary to these agreements. 

Subsection 214 faK Subsection 214(c) requires the 
President acting through the Secretary of Defense to 
identify and publish a list of critical items in the 
FAR. Part 208 of the Defense Federal Acquisition 
Regulation (DFAR) now provides such a list. Items on 
the list include: 

e Miniature and instrument ball bearings. 

e Precision components for mechanical time devices. 

e High-purity silicon (HPS) . 

e High-carbon ferrochrome (HCF) . 

e Forgings and welded shipboard anchor chain items. 

e Antifriction bearings 

Defense requirements for these restricted items, • 
including products containing the items, must be acquired 
from domestic manufacturing sources. Consideration will be 
given to including this listing in the FAR. 

gggtjgn 221 

Section 221 of S. 1379 provides that the Administrator 
for Federal Procurement Policy shall establish a policy that 
would require the application of price evaluation factors to 
the offers of nondomestic sources when necessary to counter 
any price advantage the nondomestic source may have over a 
domestic source as a result of any "unfair advantage." 
"Unfair advantage" as used within the Section means, 

"(1) direct or indirect subsidization of a 
nondomestic source by a foreign government or other 
foreign entity or (2) exemption of a nondomestic 
source from the application of a statute, 
regulation, or executive order of the United States 
relating to environmental protection, fair labor 
standards, or subcontracting participation by small 
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business concerns and small business concerns owned 
and controlled by socially and economically 
disadvantaged individuals and members of other 
designated groups, applicable to domestic sources." 

A 1986 DOD study mandated by Congress concluded that foreign 
firms do not enjoy an unfair competitive advantage from the 
non-application of U.S. socio-economic programs because many 
countries impose similar requirements. In addition, 
substantial difficulties would be encountered in fairly 
implementing the policy proposed by this Section. The costs 
of complying with the various socio-economic requirements 
imposed by the U.S. or foreign governments have not been 
quantified and would be extremely difficult to estimate. 

Section 222 

Section 222 provides that a contractor that has engaged 
in an unfair trade practice as defined in the Section, be 
subject to suspension and debarment. The definition of 
"unfair trade practice" provided in Section 222 is largely 
considered to be within the scope of current regulations (FAR 
subpart 9.4). Two of the three factors included in the 
definition; i.e., violation of an export control law and 
false certifications are now covered. The only factor not 
specifically covered is an unfair trade practice as 
determined by the International Trade Commission (ITC) . ITC 
rulings on unfair practices are not (as we understand) 
necessarily based on fraudulent or criminal intent. 
Accordingly, I do not believe we would want to automatically 
suspend or debar a contractor on the basis of these rulings. 

Conclusion 

Mr. Chairman, in conclusion, we support your efforts to 
reauthorize the DPA. We particularly support the provisions 
in S. 1379 that would increase the statutory threshold from 
$25 million to $50 million for guarantees under Section 301 
and loans under Section 302. We also agree with raising the 
purchase guarantee authority under Section 303 from $25 
million to $50 million. We wholeheartedly support the 
proposed repeal of Section 708A of the DPA. The repeal of 
Section 708A will provide an antitrust defense for companies 
fulfilling oil supply obligations under U.S. international 
agreements. Also, we support the addition of "Services'* to 
Section 101. We are, however, concerned about the proposed 
DPA fund established by Section 113; the offset reporting 
requirements proposed by Section 114; the antitrust 
protection for "sanctioned industry consortia" proposed by 
Section 125, and the changes to the "Exon-Florio" provisions 
proposed by Section 127. As a final point, we believe the 
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authorities granted by the DPA should be extended on a 
permanent basis. S. 1379 proposes to extend the DPA only 
through September 30, 1993. The DPA has been amended 50 
times since its enactment. A permanent extension would 
eliminate the need for so many periodic reauthorizations and 
would avoid potential lapses in future uses of the authority 
conveyed by the DPA. Of course, funding for projects 
authorized under Title III of the Act would be subject to 
annual appropriations reviews and approvals. 

In summary, Mr. Chairman, we appreciate the efforts of 
your Committee. My answers to the specific questions 
contained in your February 22, 1990 invitation letter are 
provided in Attachment 1 hereto. As indicated, we would 
welcome the opportunity to continue to work with you to 
achieve the reauthorization of this necessary and important 
statute. Thank you. I will be glad to answer any questions. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WA8HNQTON. D.C. 20503 



AttachBent 1 



Responses of Allan Buzaan, AdHinlstrator Designate for 
Federal PrcxTureBent Policy to the Four Questions Contained in 
the February 22, 1990 Letter Fros Senators Riegle and Dixon 

Question 1 ; Do you believe that current systems for 
gathering and assessing data on the extent of foreign 
dependencies among prime contractors and subcontractors of 
defense materials are adequate? What changes in our current 
assessment policies and practices would you recommend, if 
any? 

Answer; The adequacy of existing systems for assessing 
foreign dependencies is hard to determine. There is no 
single Government-wide (or even DOD-wide) system for 
gathering data that routinely and systematically reflects the 
extent that defense contractors, both prime contractors and 
subcontractors, are dependent on materials provided by 
foreign sources. The Federal Procurement Data System, as 
well as the DOD Procurement Data System, identify 
contracting actions over $25,000 awarded to foreign 
companies. The data systems do not, however, include data to 
identify the source of all the materials and components 
incorporated into the items procured, which materials and 
components are critical to the national defense, or whether 
alternative sources or substitutes are available. 

Over the years, DOD has compiled a fairly good record in 
developing contingency plans and obtaining needed materials. 
Accordingly, the existing processes for identifying sources 
of needed materials, while often informal, seem to work. 
These processes depend in part on information provided 
voluntarily by contractors to program offices. The 
contractor provided information is used, together with other 
data, by the Services and the Industrial Base Office to 
assess vulnerabilities and to determine the eligibility of 
projects for funding under Title III of the DPA. Like all 
systems, however, I am sure that the present procedures could 
be improved. 

Such improvements may be necessary to comply with the FY 
1990 DOD Authorization Act, which requires the consideration 
of industrial base issues in the preparation of three 
specific reports on critical defense technologies: 
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Section 601 of the Act establishes a National 
Critical Technology Panel. The panel is headed by 
the Director of the Office of Science and 
Technology Policy. The panel is charged with 
submitting to the President a biennial report on 
national critical technologies. Each report shall 
identify product and process technologies that the 
panel considers to be national critical 
technologies and provide the panel's rationale. 
The nvuDber of such technologies identified in any 
report nay not exceed 30. The report shall be 
submitted not later than October 1 of even-nvunbered 
years . 

Section 605 of the Act requires the Secretary of 
Defense to submit to the Committees on Armed 
Services of the Senate and House an annual plan for 
developing the technologies considered by the 
Secretary of Defense and the Secretary of Energy to 
be technologies most critical to ensuring the long- 
term qualitative superiority of the United States' 
weapon systems. The reasons for the selection of 
each technology will be stated in the plan. The 
number of such technologies identified in any plan 
may not exceed 20. Each plan shall be developed in 
consultation with the Secretary of Energy. Each 
plan shall be submitted not later than March 15 of 
each year. The 1990 plan will be the second such 
plan. 

Section 842 of the Act requires the Secretary of 
Defense, acting through the Undersecretary of 
Defense for Acquisition, to submit to the 
Committees on Armed Services of the Senate and 
House a report on the actions taken under Section 
2503 of Title 10 (the industrial base section) for 
the improvement of the industrial base of the 
United States. This report shall include the 
Undersecretary's analysis of the condition of the 
defense industrial base of the United States 
particularly with respect to the financial ability 
of United States businesses to conduct research and 
development activities relating to critical defense 
technologies. The first report under this section 
shall be submitted not later than March 15, 1990. 

I defer to DOD regarding any improvement they will need to 
ke to their existing systems in order to collect data for 
uiiese reports. 
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Question 2 ! Do you have concerns that foreign coB^anies 
might becone the sole source of certain equipment or 
technologies vital to our national security? 

Answer: We have concerns anytime a specific company, 
whether controlled by foreign or U.S. interests, becomes the 
sole source of certain equipment or technologies. The 
cornerstone of our economy as well as our procurement system 
is based on marketplace competition. 

Through competition, the Government obtains the option to 
choose the most advantageous goods and services that society 
and private industry can produce. The competitive process 
enables and encourages the Government to shop around, find, 
tailor, and select the best solution for its needs. The 
coB^etitive market spurs potential contractors to create 
improved ideas, designs and technologies from which the 
Government may draw. Competition also provides the 
Government a means to pay the lowest, fair and reasonable 
price while the contractor receives payment and reasonable 
profit for the work done. Stated another way, the existence 
of several competitive offers enhances design while 
simultaneously driving down cost. In non-competitive (sole 
source) situations, we lose these advantages. 

In the last several years much new legislation has been 
enacted that is aimed at enhancing competition. The 
Competition in Contracting Act of 1984 (CICA) is the premier 
statute in this area. CICA specifically links procurement 
policies with industrial base concerns by providing specific 
authority to agencies to exclude sources from competing for 
contracts if such action is necessary to establish or 
maintain alternative source (s) and where the exclusion: 

"... would be in the interest of national defense 
in having a facility (or a producer, manufacturer, 
or other supplier) available for furnishing the 
property or service in case of a national emergency 
or industrial mobilization; or 

. . . would be in the interest of national defense 
in establishing or maintaining an essential 
engineering, research, or development capability to 
be provided by an educational or other nonprofit 
institution or a federally funded research and 
development center." 
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CICA also^ permits the awarding of contracts on a sole source 
basis where: 

"It is necessary to award the contract to a 
particular source or sources in order (A) to 
maintain a facility, producer, manufacturer, or 
other supplier available for furnishing property or 
services in case of a national emergency or to 
achieve industrial mobilization, or (B) to 
establish or maintain an essential engineering, 
research, or development capability to be provided 
by an educational or other nonprofit institution or 
a federally funded research and development 
center." 

These authorities provided by CICA are some of our best tools 
for addressing sole source dependencies. 



Question 3 ! Do you believe the Federal Government should 
make greater efforts to foster the development of domestic- 
based defense-related technologies either directly through 
funding programs, or indirectly through encouraging joint 
industry cooperation or compulsory licensing of foreign 
technologies? 

Answer ; The Department of Defense and other major 
departments and agencies, as large consumers of products and 
services, foster the development of domestic-based defense- 
related technologies by buying large amoxints of high 
technology products and services, and by directly funding 
billions of dollars in research and development each year. 
The research and developoment funding goes to projects 
solicited by the department as well as those proposed by 
contractors submitting unsolicited proposals and those 
selected by contractors for their defense- funded independent 
research and development programs. 

Beyond the acquisition of products and services and direct 
funding of research and development, I believe that the 
primary role of the Federal Government in fostering domestic 
industry should focus on removing any unwarranted Government 
barriers to joint ventures and on making appropriate tax law 
changes to aid capital formation. This is true not only for 
defense-related technologies, but also for non-defense 
industries that are globally competitive. Non-defense 
industries contribute indirectly to our defense by adding to 
our economic strength. In addition, research and development 
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in these industries may lead to new technologies with defense 
applications, and DOD increasingly relies on commercially 
developed products to meet defense needs. 

Government funding of projects where the Government itself is 
not a consumer and does not need the product, not only can be 
wasteful but can be counterproductive by inhibiting private 
investment. It is the marginal, and sometimes questionable, 
projects that seek Government funding because they cannot 
raise capital in the private sector. 



Question 4 ! Do you believe that current mechanisms to 
facilitate the transfer of high technology defense research 
into benefiting civilian related technologies are adequate? 
What policy changes, if any, would you recommend? 

Answer : In the last few years. Congress and the 
Administration have established a number of new policies to 
foster the transfer of federally-supported research into 
commercial products and processes. The Stevenson-Wydler 
Technology Innovation Act of 1980, the Federal Technology 
Transfer Act of 1986, Presidential Executive Order 12591 
titled "Facilitating Access to Science and Technology", and 
provisions in the FY 1990 Defense Authorization Act provide 
authorities to all agencies, including the Departments of 
Defense and Energy, to make commercialization of federally- 
supported technologies more effective. These policies affect 
research done in universities. Government labs, and in 
corporate labs under Government contract. All of these 
policies can work to increase the return America earns in its 
research dollars and improve the global competitiveness of 
our industries. 

These policies have varying degrees of implementation. We 
are seeing some success with the patenting and licensing of 
technologies developed in Government labs. By allowing 
Government inventors and their labs to share in the royalties 
such patents earn. Congress has created an incentive to move 
that technology out of the lab. Through the creation of 
Cooperative Research and Development Agreements, we are also 
able to combine the market knowledge of industry with the 
facilities and research capabilities of Government labs. 
Universities are taking similar steps to improve the 
application of federally-supported research that they 
perform. 



Digitized by 



Google 



232 



However, there is room for improving the opportunities for 
private sector investment in technologies developed by 
contractors fulfilling Government contracts. Under the 
Defense Authorization Act of 1988 and Executive Order 12591 
the Department of ^ Defense has amended its technical data 
rights rules -dLn the right direction, and we are working with 
them to develop rules that can be incorporated into the 
Federal Acquisition Regulation for use by all Federal 
agencies. These rules will be based on the principle that 
the Government should buy only the data rights it needs and 
leave the proprietary rights to commercialization with the 
developer. The Government would retain sufficient rights to 
assure subsequent procurements would be competitive. 

OFPP is working to ensure that the regulation finally issued 
by the agencies will facilitate the negotiation of 
contractor rights in technical data developed in the 
performance of Government contracts. The opportunity to 
secure proprietary rights will affect the types of firms 
attracted to Government contract solicitations as well as the 
firms' willingness to invest their own funds in technology 
with dual use in the Government and commercial sectors. 
Firms that see an opportunity for commercial sales will be 
more willing to share in the costs of developing that 
technology. This is as it should be: The economy benefits 
from the commercialization of the technology, and the 
ta3q;>ayer benefits by paying a lower price tear GcNemoestt rBquirenents. 
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Senator Dixon. Thank you very much, Mr. Burman. 

It's been suggested that we invite Mr. Richards of the Commerce 
Department to join the panel. Is he here? It may be that he would 
want to p€u*ticipate in the Q and A. I thank you, Mr. Richards. 
We're delighted to have you here. 

I recognize the distinguished senator from Missouri, Senator 
Bond. 

Senator Bond. Thank you very much, Mr. Chairman. 

I want to welcome Mr. Burman and Mr. Babbin. It's with mixed 
feelings that we welcome Jed Babbin here because I hope that this 
won't mean that he will no longer be able to participate in the 
Gam Ski Cup. I would miss the competitive edge which his partici- 
pation affords me in that contest, but I know that the children's 
prime health loss would be the department's g€dn. 

Senator Dixon. The Vice President was the champ out there. 

Senator Bond. I'm not talking about champs. I'm not talking 
about Heinz and Lautenberg and Kerry. I'm talking about Babbin 
and Bond. It's a different order of magnitude. 

Mr. Babbin. It may be several orders of magnitude, Senator. 
Pliaughter.] 

Senator Bond. Well, we won't go into that, but I would say that 
we regularly are passed by the snowcats coming down the moim- 
tain at slow idle. 

I'd like to ask Jed, referring to the proposed measure before us, 
talking about stockpiling of critical components, and there's an ad- 
dition proposed that would affect stockpiling of components of 
mcgor weapon systems, equipment, essential production, repair, 
maintenance or operation of such systems or equipment. 

One of the things that we discui^ed yesterday in a different but 
related hearing brought out the rapid change in technology and is 
there a problem of obsolescence if you're stockpiling today's chips 
when you may not be called upon to use them for several years? 

How would you handle the problem of obsolescency in that kind 
of stockpiling? 

Mr. Babbin. Senator, your point is very well taken. There are 
concerns, as there always will be, about keeping the materials 
which are on hand applicable to the systems that are in the field. I 
think that the systems that are in place now for managing that 
type of rolling stockpile, if you will, are pretty well trying to take 
care of that. That's one of the things that we are always concerned 
s}xmt in dealing with our various inventories and our war reserves. 

Further stockpiles I don't think would really change that a great 
deal. Whether or not we stockpile to a certain level, we are still 
always going to have to manage that very well. You are exactly 
right and I believe that's being done right now. 

Senator Bond. Previously I asked Mr. Murrin about some of the 
concerns with the antitrust waiver provisions. 

Ihr. Burman, I guess in his written testimony, has expressed op- 
position to the waiver provisions being included in the context of 
the DPA. 

Do you oppose that authority in a different vehicle? What are 
your views on it? I would be interested to hear what the other witr 
nesses think. 
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Mr. BuRBfAN. This has been an issue, as you know, of consider- 
able importance to the administration. The President just yester- 
day in talking to the American Electronics Association did suggest 
that we would be looking at some improvements with regara to 
joint production ventures at the manufacturing level. 

As you know, with the National Cooperative Research Act of 
1984, there are already provisions with regard to R&D. These 
would be done on a case-b^-case basis and clearly you would be 
looking at the anticompetitive and the competitive effects of what 
those ventures would be. There would not be complete immunity 
from the antitrust provisions, at least in my understanding. 

Also, if someone were to disclose to the Government the venture, 
then we would be looking at actual damages as opposed to what's 
currently treble damages in that situation. So those are the type of 
things that the administration is considering and we would certain- 
ly be looking to work with the Congress for appropriate legislation 
to do that. 

Senator Bond. Any further thoughts on that? 

Mr. Babbin. I think Dr. Burman has summarized that very well. 

Senator Bond. Gentlemen, I ask all three or any of you to com- 
ment on the offset reporting requirements. Do you see in the pro- 
posed legislation any problems with the $5 million reporting 
threshold or other restrictive components of it? 

Mr. BuRBiAN. We have raised concerns in our testimony with 
r^ard to the $5 million requirement. Mainly, we would nave a 
shift then in focus. The current approach has been to collect infor- 
mation from industrv and then to provide a report. 

I believe the level of information with r^ard to offsets in the 
latest report is offsets of $500,000 or higher. So we are certainly 
providing information with regard to offsets, but we are not doing 
that on a real time basis nor doing it every time a company ar- 
ranges an offset. I think that would be the distinction. 

We have also suggested that since we are reporting on our ability 
to negotiate with our foreign trading partners to reducing offisets, 
we would hope that would satisfy the Congress' need for informa- 
tion with regard to offsets. 

Mr. Babbin. We £^ee with that. Senator. We would not support 
the reporting provisions in the bill at this point. 

Mr. Richards. We also agree that establishing a duplicative data- 
base on offsets would not give us any substantial information. Re- 
porting offsets that would be p€u*t of an agreement today that may 
not be identified or carried out for 5 or 10 years does not provide 
the type of information that you would want to establish policy or 
really measure the effects on the industrial base. 

We strongly believe that the initiative to establish a policy and 
hold consultations with our trading p€u*tners is the most important 
step because it's generally agreed within the administration that 
offsets basically are inefficient and not productive. 

Senator Bond. I asked a question earlier about the real nature of 
the threat to our defense industrial base and the proposed means 
of dealing with it. I would give you my view that perhaps the de- 
fense industrial base has shrunk because most firms do not want 
the hassle that comes with doing business with the Pentagon. If 
you disagree, I would appreciate hearing that. If you agree, I would 



Digitized by 



Google 



235 

ask you whether it would not make sense to take steps to make the 
Defense Department a more positive influence rather than a nega- 
tive one, perhaps by eliminating unnecessary regulations, specifica- 
tions, controls on profits, buying more commercial products that 
could be sold to other customers. 

Td appreciate the conmients of all of you on that. 

Mr. Babbin. Senator, you are exactly right and one of the princi- 
pal focuses of Mr. Cheney's defense management review is to do ex- 
actly that. We are trying to make DOD a better and more sensible 
customer by getting rid of a lot of the nonvalue-added procedures 
which frankly we've imposed on ourselves over the ye€m3. 

In the defense business we have probably as many rules and reg- 
ulations governing the business as any other segment of industry 
anywhere and I think much of that is of our own making. Micro- 
management is one of those problems that people like to blame on 
the hill. Let me tell you, I think we're loolang at it from our own 
side, too. It's not just a term one uses in the third person. It's our 
micromanagement as well as everyone else's. We are trying to do 
away with a lot of these rules. We're trying to do away with a lot 
of the unnecessary nonvalue-added procedures and make it a more 
attractive market. 

We want DOD to be a more sensible customer and not have this 
adversarial relationship as it has had with the industry over the 
past few years. 

Senator Bond. Would Commerce care to take a lick at the De- 
fense Department on that one? 

Mr. Richards. No, I don't believe so. Senator. 

Senator Bond. Thank you, Mr. Chairman. 

Senator Dixon. I thank the Senator from Missouri. 

The senior Senator from Pennsylvania, Senator Heinz. 

Senator Heinz. Mr. Chairman, thank you. 

Regarding the critical technologies plan which was submitted 
March 15, 1989, updated May 5, 1989, you identified 22 critical 
technologies. Are you familiar with the Japanese equivalent of 
that? 

Mr. Babbin. I'm really not. Senator. 

Senator Heinz. It's a remarkable document, published in English 
by the Japanese. It's entitled "Future Technology in Japan." It 
looks at 17 broad fields of technology, 1,071 subsets within the 17, 
and of that number the plan identified 33 fields of high importance 
for deserving government support. Most importantly, it has criteria 
by which it goes through all of these fielos and then comes to a 
very specific conclusion about the necessity of government support 
for the country to be competitive. 

But you're not familiar with that? 

Mr. Babbin. Not right at the moment. Senator. I don't recall 
seeing the document. 

Senator Heinz. May I direct your attention to it? 

Mr. Babbin. Yes, sir. 

Senator Heinz. It's probably a good idea for you to know what 
the Japanese plan to do to you and me and the rest of the country. 

Let me ask Mr. Burman a point in his testimonv regarding sec- 
tion 214(b) of S. 1379 which relates to domestic subcontractor pro- 
curement. 
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That provision is, by the way, very similar, Mr. Chairman, to leg- 
islation I introduced last year in S. 495. 

I've got to say to Mr. Burman, I have to confess, I don't under- 
stand your objections. Let me tell you why I don't understand 
them. 

You indicate that the Buy America Act already covers iheee situ- 
ations, but my understanding is that the price preferences in the 
act, which is the relevant element, are either not applied because 
of existing MOU's with our allies or when they are applied cover 
just the prime contractor, not the subs. 

Are you saying something else? 

Mr. Burman. I need to look at the specific provision, but the Buy 
American Act looks at domestic content with regard to products 
that are being purchased and componentry, and if over 50 percent 
of that componentry is domestic, then that falls within the purview 
of an American product. So there clearly is a componentry test. 

Senator Heinz. You're not saying that the prime contractor has 
to apply a Buy America test? 

Mr. BuRBfAN. The American Government, in looking at who it's 
purchasing the product from, will make a determination as to 
whether or not this is an American product. 

Senator Heinz. You also mentioned that these situations are cov- 
ered by the GATT procurement code. What do you mean by that? 

Mr. BuRBfAN. There are a whole host of items where there are 
nondiscriminatory trade arrangements under the General Agree- 
ment on Tariffs and Trade. I believe it's something above $170,000 
for those items that have no Buy America Act requirements associ- 
ated with them. Those have been waived for those kinds of pur- 
chases. 

Senator Heinz. But how many of them are relevant here? 

Mr. Burman. It could be a substantial number. I don't know off 
the top of my head. 

Senator Hetsz. It's my imderstanding, as you know, the code ap- 
plies only to agencies that each government has listed with code 
authorities and a very, very substantial part of DOD procurement 
simply isn't listed and there are no code obligations there. You 
agree there are no code obligations where it's not listed? 

Mr. Burman. Certainly. 

Senator Heinz. But you don't know what proportion isn't listed? 

Mr. Burman. I could certainly find out that information for you. 

Senator Heinz. The reason I ask that is you are making an asser- 
tion in opposition to something Senator Dixon and I think is impor- 
tant and you're giving reasons. This is one of the reasons you give, 
but you're not able to substantiate it in a meaningful way. 

I^. Burman. But the other concern one has with this type of ap- 
proach is that our putting restrictions on domestic content with 
r^ard to subcontractors, in my view, would lead to our trading 
piutners performing exactly the same kinds of functions. 

Senator Heinz. "Diat's aU well and good, but what I'm saying to 
you is, if you're going to make an argument before the Congress, 
you'd better back it up. 

Now in two cases I don't find your argument is very well backed 
up. Are you sajring, just so I understand you, that if the amend- 



Digitized by 



Google 



237 

ment only applied to those areas that were not listed, the noncode 
situations, you would have no further objections to it? 

Mr. BuRMAN. No, I would still have objections with r^ard to 
putting burdens on prime contractors to ensure that they could 
only use domestic items unless we were using an exception on the 
bains of the Competition in Contracting Act to determine that we 
needed that area for some critical industrial mobilization purpose. 

Senator Heinz. Do you favor having such a requirement trig- 
gered only if it applies to one of the critical technology areas 
listed? 

Mr. BuRBfAN. As I stated, the Competition in Contracting Act 
does provide exceptions for industrial mobilization base purposes 
and we have spent over $9.5 billion on those kinds of areas. So it 
seems to me that there are opportunities for making those judg- 
ments aside from critical technologies. 

Senator Heinz. Fm asking you a policy question. Does the admin- 
istration support or will it accept these Buy America provisions if 
they are only applied to (a) noncode areas or (b) are applied as a 
matter of specific practice, law, to the 22 critical technologies that 
have been identified by DOD? Yes or no? 

Mr. BuRBiAN. I believe that the administration has the option for 
making those determinations today. 

Senator HEmz. But we're saying, look, we're trying to write a 
law. 

Mr. BuRBfAN. I don't know that that would be necessary if we 
could already make those determinations. 

Senator Heinz. But you wouldn't oppose our mandating that? 

Mr. BuRBfAN. I would have to look at the specifics of the provi- 
sion. 

Senator Heinz. Thank you. 

Thank you, Mr. Chairman. 

Senator Shelby. Thank you. Senator Heinz. 

Deputy Secretary of Commerce Murrin, who testified earlier 
today, said: 

Our national security is founded on the strength of our industrial and technology 
base. Government has a responsibility to ensure that technological infrastructure 
needed to support industries is in place. This includes R&D support for preoompcrti- 
tive basic research and technologies of broad relevance to UJS. industry. This in- 
cludes also dual-use technologies. 

Do you agree with Mr. Munin's testimony in this regard or does 
that get the Government involved in picking winners and losers? 

Mr. Babbin. Senator, I certainly agree in general with what Mr. 
Murrin said. 

Senator Shelby. How do you get away from the notion of picking 
losers and winners or winners and losers? 

Mr. Babbin. I don't know that we are going to be in the business 
of doing that. I don't think we should be. 

Senator Shelby. When you choose, aren't you picking winners 
and losers? Maybe you have to. I don't know. 

Mr. Babbin. I don't think you necessarily are. Senator. Let me 
give you an example of how I think we're getting there without 
picking winners and losers. 

One of the thinm we're deing in the Department right now is de- 
veloping a technology strategy and supporting plan which is going 
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to serve as a road map to identify critical technologies, funding pri- 
orities, organizational assignments and technology flow from re- 
search facilities through weapon systems production. This is a very 
comprehensive plan that's being put together imder the direction 
of my boss. Mr. Atwood has conmiitted his time and attention to 
that as well. 

We expect this plan to be finished in the next month or so and, 
frankly, we would like to come up and talk to you about it when 
it's done. 

Senator Shelby. Mr. Burman, do you have any comment? 

Mr. BuRBfAN. Right now, the Defense Advanced Research Project 
Agency, which gets about a billion dollars in funding a year, looks 
at these kinds of enabling technologies. They do them for the De- 
fense Department mission, but clearly the Defense Department 
mission encompasses all kinds of areas, particularly the electronics 
field. So I think we could say that the Government is already doing 
that to a considerable extent in the Defense Department. 

Senator Shelby. Mr. Richards. 

Mr. Richards. I don't believe Mr. Murrin was suggesting that we 
pick winners and losers, but more suggesting that 

Senator Shelby. What's the result, though? Isn't that the result? 

Mr. Richards. I think what he was suggesting was that we help 
more sectors become winners. 

Senator Shelby. OK. A February 28 this year article in the New 
York Times entitled ''Electronics Ventures Expected" reported that 
several electronics companies are discussing the formation of a new 
joint venture to develop and produce display screens for use in 
laptop computers, military gear and television sets. 

The article also noted that the Defense Department had voiced 
concerns about being dependent on foreign suppliers for computer 
display screens and has expressed interest in a broad government- 
industry effort to reduce that dependence. 

Is the substance of that article correct, if you're familiar with it, 
and if DOD wanted to reduce foreign dependencies of certain key 
technologies, do you believe it would be appropriate to use authori- 
ties imder title III to develop U.S. suppliers? 

Mr. Babbin. Yes, sir, in general I agree with that. I believe that 
is correct. And, yes, that's exactly what we're doing. That's what 
we do with title m and I forget the precise number — llH9ome-odd 
projects under title III going on right now. 

Senator Shelby. How dependent are we on foreign sources? 
Pretty much so in certain areas, aren't we? 

Mr. Babbin. In certain areas, yes, sir, but I think we've got to 
distinguish between foreign dependency and foreign sourcing and 
foreign vulnerability. We can have foreign sourcing in a lot of cases 
which may fall into play 

Senator Shelby. But maybe not vulnerability? 

Mr. Babbin. Yes, sir. There's a difference. We can be buying 
something foreign without having a vulnerability if there might be 
an alternate domestic supplier that, for one reason or another— 
price or something— just is not as competitive as the foreign one. 
But in time of war or national emergency, we might still be able to 
go to that domestic supplier. 
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Senator Shelby. The so-called Exon-Florio provision that you're 
familiar with in title VII of DPA permits the President to block a 
takeover of an American company by foreigners if such takeover 
would threaten the national security. 

He's used that authority only once that I know of. There may 
have been others. 

Concerns have been expressed that many of our second and third 
tier defense companies have now been taken over by foreign firms. 
They maybe don't hit the headlines. Do you have any way of know- 
ing which domestic defense firms are now owned by foreign inter- 
ests? If not, should we have such a system in place? If you don't 
know offhand, could you furnish that to the committee for the 
record? 

Mr. Babbin. I don't know offhand, Senator. I would be glad to 
furnish that for the record. But my impression is we do have some 
visibility into that problem. 

[The material referred to follows:] 



Digitized by 



Google 



240 



INSERT FOR THE RECORD | 


= 


J^- .rmoM^rKmcmmmjiMM[- 


HOUM 
SENATt 




«»ii«TT.. L- 


HOUM 


OTHM uanRing. nousinj 
and Urban Affairs Com 




MNATI 


torch 8. 1990 


THAMCHirr PAOt NO. 

70 


UNI NO. 

17 







MAYS OF KNOWING DOMESTIC DEFENSE FIRMS OWNED BY FOREIGN 
INTERESTS 

Senator Shelby: Do you have any way of knowing which 
domestic defense firms are now owned by foreign Interests? 
If not, should we have such a system In place? If you 
don't Icnow offhand, could you furnish that to the 
committee for the record? 

Answer: We have several ways of knowing those firms 
that are owned by foreign Interests. Information on the 
association or "family tree" of those firms doing business 
with DoD Is available via the Defense Industrial Network 
(DINET) system In the Contractor and Government Entity 
File (CAGE) . Similar data Is available from the DD-350 
files (current DoD acquisitions over $25,000). A 
historical analysis of foreign acquisitions of U.S. firms 
Is provided In the Ccamerce Department data file entitled 
"Foreign Direct Investment In the United States." 

The Exon-Florlo Amendment to the Defense Production Act 
gives the President authority to stop a foreign Interest 
from merging with or acquiring a U.S. firm when national 
security Is affected. The DoD participates In the 
Exon-Florlo review process and, therefore. Is aware of 
U.S. defense contractors acquired by a foreign Interest 
when documentation pursueunt to the Exon-Florlo amendment 
Is submitted to the Treasury Department. 
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Senator Shelby. Mr. Burman, do you have any comment? 

Mr. BuRBiAN. No. I understand that again the Defense Advanced 
Research Project Agency has been doing a study along those lines 
and something will be published shortly on that. 

Senator Shelby. Mr. Richards. 

Mr. IbcHARDS. I believe there is a database being developed on 
all the firms that are being acquired and subject to the Exon-Florio 
provision. 

Senator Shelby. Even the first, second and third tier or maybe 
even lower? 

Mr. Richards. Yes. And by just maintaining the record of the 
cases that are reviewed by the Ck>mmittee on Foreign Investment 
in the United States, the Department of Defense woidd have access 
to that full base as to the growth in the number of defense contrac- 
tors and subcontractors under foreign ownership. 

Senator Shelby. Gentlemen, we appreciate you being here today 
and we'll look forward to getting that other information we re- 
quested for the record. 

The hearing is adjourned. 

[Whereupon, at 11:35 a.m., the hearing was adjourned.] 
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LEGISLATIVE PROPOSALS TO REAUTHORIZE 
THE DEFENSE PRODUCTION ACT OP 1950 



THURSDAY, MARCH 22, 1990 

U.S. Senate, 
Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 
The committee met at 10 a.m., in room SD-538, Dirksen Senate 
Of&ce Building, Senator Riegle (chairman of the committee) presid- 
ing. 

Present: Senators Riegle, Dixon, Shelby, Heinz, D'Amato, Bond, 
and Fressler. 

OPENING STATEMENT OF CHAIRMAN RIEGLE 

The CHAiRBiAN. The committee will come to order. 

Let me welcome all those in attendance today. We especially ap- 
preciate the attendance of our very distinguished witnesses. 

Last year, 1989, the Banking Committee devoted a very substan- 
tial amoimt of time to the savings and loan reform package. That 
package was enacted and is now law. That legislation attracted 
most of the attention of the committee. At the same time, we were 
doing a number of other things, one of the most important of those 
was to really move into the question of the Defense Production Act 
and the changes that would seem to make sense in that area. 

Last year, we held five hearings to examine concerns expressed 
by many strategically placed American citizens about the state of 
our country's industrial, technological and financial base. 

I might say that the views expressed at those hearings were not 
encouraging to hear. We heard from industrial and financial lead- 
ers such as John Reed, the Chairman of Citicorp, the largest bank 
in the coimtry; Robert Galvin, the CEO of the Motorola Companv; 
and many others — a wide v€uiety of people well known nationally 
and certainly to our witnesses this morning. 

Their testimony in total indicated that current economic trends, 
if not reversed, will result in a substantial reduction in our coim- 
tiVs future influence in world affairs. 

Many otiier witnesses have noted that our country lacks coher- 
ent governmental policies aimed at fostering the success of Ameri- 
can films in what can only be called a fiercely competitive global 
economy. 

After these general oversight hearings, we b€^an in November 
and have continued this year hearings on specific legislative pro- 
posals as to how best to amend the Defense Production Act. Sena- 
tor Dixon's bill, S. 1379, has been a focus of these hearings. 

(248) 
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Today, we are conducting the fourth and final hearing in this 
series. During these hearings we have received very helpful testi- 
mony advocating amendments to the DPA to help arrest the de- 
cline of our defense, industrial and technology base. 

The committee is now ready to move into a process of sorting 
through these various suggestions, including those that are made 
in S. 2168, a bill introduced by the ranking minority member. Sen- 
ator Gam. 

From this, we will formulate proposed amendments to the UP A 
to be consictered at a committee markup in May. Any amendments 
tlus committee will make to the DPA are not going to, by them- 
srives, reverse our industrial decline. Such a reversal will require a 
far broader naticmal program. This committee will, however, con- 
tinue to hold hearings to help us develop the ccmstituent dements 
of a broader national strategy for U.S. competitiveness. However, 
amendments we will make to the DPA can, and will make an im- 
portant contribution to building the broader program that is clear- 
ly needed. 

I might say to the interest of our witnesses and others that the 
mcgority leader. Senator Mitchell, has just organized a task force 
among Democrats which includes a number of the key committee 
chairmen in the Senate — Chairman Bentsen of the Fmance Com- 
mittee; Chairman Nunn of the Armed Services Committee; Chair- 
man Rollings of the Commerce Committee; and other members 
who have a keen interest and special backgroimd in the area of 
U.S. competitiveness. I have been asked to chair that group and 
Senator Shelby is serving on that task force as well. 

Our mission will be to develop an encompassing strategy for how 
we recQly drive U.S. productivity forward, viewing that as the 
bottom line to a host of other things, and also take this conversion 
issue into accoimt as we shift away from this cold war economy 
and make major changes that are part of a strategy that really en- 
ables the United States to make an economic surge. 

Senator Shelby and I met and talked about this yesterday, but 
we will be moving on that in a separate fonmi in the weeks just 
ahead. 

We have a p€u*ticularly talented group of witnesses with us todav 
and I appreciate them taking time to be with us. We have Mr. Wil- 
liam Paul, who is the Executive Vice President of United Technol- 
ogies Corporation, also representing the Aerospace Industries Asso- 
ciation. We have Mr. James Koontz, who is the President and Chief 
Executive OfKcer of the Kingsbury Machine Tool Corporation of 
New Hampshire, also representing the National Center for Manu- 
facturing Sciences. We have Mr. David Dudon, who is the Presi- 
dent of Mutual Tool & Die in Dajrton, Ohio, representing the Na- 
tional Tooling & Machining Association. We have Dr. Alan Shaw, 
who is the International Security and Commerce Program Project 
Director for the Defense Technology Base Assessment Project of 
the Office of OTA, which is doing very important work in this area 
as well. 

We are very pleased to have all of you here. I know you are all 
busy, but you bring very important perspectives and we want to 
make sure that we hear them and incorporate your views in the 
work we do. 
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Now let me yield to Senator Pressler. 

Senator Pbbsslbr. Let me welcome the witnesses. Thank you» 
Mr. Chairman. 

I am very interested in this hearing. Some of the items that I 
hope are covered by Dr. Shaw partioilarly is the issue of maintain- 
ing the defense technology base, and in addition to that, our need 
for critical and strategic raw materials that underpin that base. I 
would appreciate hearing any comments on how adequate the 
stockpiling of such materials is in your judgment. 

Thank you, Mr. Chairman. 

The Chairman. Thank you, Senator Pressler. 

Senator Shelby. 

OPENING STATEMENT OF SENATOR SHELBY 

Senator Shelby. Mr. Chairman, I will tiy to be brief. 

I, too, want to welcome the witnesses here and I want to com- 
mend you for these series of hearings. I think we have learned a 
lot here. 

Gentlemen, Tuesday's papers announced, as most of you know, 
the purchase of a division Perke and Elmer by a coalition of sever- 
al U.S. companies, including IBM and DuPont. The division makes 
special electron beam equipment used to manufacture semiconduc- 
tor chips. Its purchase by this consortium will enable U.S. industry 
to retain an important cutting edge in technolc^ people say, and I 
personally commend these American companies for employing a 
creative solution to retain their access to the future. 

Other witnesses are the representatives of the OfKce of Technolo- 
gy Assessment who have proposed the creation of a civilian tech- 
nology agency that would act as a liaison between the private man- 
ufacturers and the federal government. 

I would be interested, as you get into this today, in your opinion 
of the usefulness of such an agency if it were created. 

Thank you, Mr. Chairman. 

The CHAmnfAN. Thank you very much. Senator Shelby. 

Mr. Paul, we would be pleased to hear from you first. 

STATEBIENT OF WILLIAM F. PAUL, EXECUnVE VICE PRESIDENT, 
UNITED TECHNOLOGIES CORPORATION; REPRESENTING THE 
AEROSPACE INDUSTRIES ASSOCIATION 

Mr. Paul. Thank you, Mr. Chairman. 

I am Bill Paul, Senior Vice President, United Technologies Cor- 
poration, representing the Aerospace Industries Association. 

I will limit my remarks this morning to the AIA's principal 
areas of agreeement with Senator Dixon's bill, S. 1379, to reauthor- 
ize and amend the Defense Production Act of 1950, and S. 2168, the 
Defense ProducUon Act Amendments of 1990, introduced by Sena- 
tor Gam on behalf of the administration. I will also offer sugges- 
tions where we believe different approaches would be more mecr 
tive in strengthening the defense industrial and critical technology 
base. 

Mr. Chairman, vou are to be commended for this committee's 
leadership in carenilly examining solutions to the issues facing our 
drfense industrial and technology base. You and your colleagues. 
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especially Senators Dixon and Heinz, have documented that in 
light of our increasing global economy and the migration of indus- 
tries to other sources there is an increase in procuring items of 
critical technologies from foreign sources. However, without first 
determining the effects of globalization on subcontractors, we 
really do not know if in fact we are dependent upon foreign 
sources. There are complex, systemic reasons for this and for the 
deterioration of our defense industrial base. Your hearings have 
addressed these issues and the legislation before your conmiittee 
proposes some solutions. 

I would like first to talk about the status of our aerospace indus- 
try. 

The aerospace industry in America today represents the only 
United States manufacturing business segment with a significant 
positive balance of trade. We think that's veij significant. Current- 
ly, the surplus of balance in trade stands at $20 billion. The indus- 
try is strategically and economicallv important to the nation. Our 
worldwide sales in 1989 exceeded $121 billion. New orders worth 
$157 billion were placed and the industry's backlog at the end of 
1989 stood at over $230 billion. The aerospace firms employ 1.3 mil- 
lion people, including 250,000 scientists and engineers and 500,000 
people who are a trcdned high technology work force. 

These are impressive numbers. But the industry is under great 
pressure from many quarters, including the declining defense budg- 
ets, our own government's procurement policies, and foreign com- 
petition. 

The United States today accounts for about 62 percent of the 
world's aerospace market. Europe has about 30 percent and 
Canada and Japan split the rest. A large proportion of our market 
share consists of sales of defense, space and missile products. Clear- 
ly, the United States share of the defense side of the market will 
shrink due to United States spending cuts and to the desire of 
Europe, Japan and other nations to develop their own domestic de- 
fense industries. As recently as 1983, we held an 8.5 to 1 favorable 
defense-trade balance with Europe. That ratio dropped to 1.7 to 1 
by 1987 as security assistance programs declined and were increas- 
ingly focused on fewer programs. We must make up the difference 
through increased commercial sales, including commercial sales of 
defense svstems and items abroad. 

As we look ahead to 1992, we see that Europe's aerospace compa- 
nies are large, well-financed, and actively backed by their govern- 
ments, and they are technically proficient. I believe today that 
Europe, not Japan or Korea, is the aerospace industry's immediate 
competitive threat as we enter the 21st century. 

As a result of our growing global marketplace, we have seen 
other nations increase their skuls in developing specific products. 
This has been particularly true in the world of commercial prod- 
ucts. For the first time in history, emerging commercial products 
are driving tiie development of military items, therefore increasing 
the use of foreign sources for military components. 

The Aerospace Industries Association is committed to ensuring 
the domestic development of critical technologies and has estab- 
lished a non-profit foimdation, the National Center for Advanced 
Technologies, to provide a forum for joint cooperation among indus- 
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try, sovemment, and academia. The National Center is coordinat- 
ing the AIA's program for key technologies for the 1990's by devel- 
oping a national consensus on the advancement of future technol- 
ogies deemed essential for success in international competition. 
There is, I believe, a demonstrated need in this nation for in- 
creased Government encouragement of industry consortia to de- 
velop hi^y advanced technologies. Currently, joint industry coop- 
eration IS reviewed on a case-by-case basis, thereby discouraging in- 
dustry from pooling its resources to strengthen the ability of U.S. 
indusby to compete internationally. Therefore, I support and ap- 
plaud me provisions of S. 1379 which will provide protections to 
companies in imdertaking plans of action within the scope of this 
consortia. 

I would like now to turn to offisets. Offsets are a very complex 
issue. I wish there were better selling tools than offsets. I am sure 
that Detroit doesn't like rebates. But so long as buyers and sellers 
are free to bargain and compete, competing sellers will offer in- 
ducements to buyers. S. 1379 recognizes this reality. The bill does 
not eliminate of&et arrangements. Instead, the bill seeks to assess 
the impact offset arrangement might have on the industrial base 
by requiring contractors to report any offset arrangement exceed- 
ing $5 million. However, AIA believes the contract-by-contract re- 
porting requirements in section 114 would seriously jeopardize the 
ability of U.S. companies to compete successfully in the foreign 
militarv market. Much of the information sought under section 114 
would oe burdensome for industry, add little to our knowledge of 
what is happening to the defense industrial base, and why. Fur- 
thermore, such data, if not properly used, could damage our 
chances of continuing to win sales and to mcdntcdn our current 
trade advantage in defense items. 

There is a concern that offsets imure the defense industrial base. 
But offisets annually total $2.5 billion. That $2.5 billion must be 
placed in the context of total sales in the aerospace industry ex- 
ceeding $121 billion and international sales of $31 billion. 

In my personal experience, I have found that there are four key 
factors for success in defense export sales. The first is political; the 
second is financing; the third is industrial participation of which 
ofibets are a part; and the fourth is product. 

In defense export sales, the best product does not always win. 
The outcome of the competition is very often decided by which 
pEUskage best meets the requirements of the internal domestic poli- 
tics of the customer nation. Foreign competitors vying for a tnird 
countrsr's business generally have two avenues for improving their 
competitive stranding. One is competitive financing terms and the 
other is industrial participation or offsets or counter-trade. Our for- 
eign competitors generally can offer better financing terms than 
we can. Their governments will finance military export sales, we 
are denied access to government-sponsored financing for military 
export sales. Industrial participation or offsets is the onlv competi- 
tive bargaining tool readily available to U.S. firms. We believe we 
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have used it effectively and responsibly. Governmental interference 
with offsets, beyond Intimate concerns for transfer of technology 
and compliance with nationcd security interest, cannot help our 
ability to compete. 

For the sake of brevity, I think I will stop at that point and con- 
tinue with the rest of my statement for the record. 

[The complete prepared statement of William Paul follows:] 
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STATEMENT OF HILLIAM PAUL 
Good morning, Mr. Chairman. 

I am Bin Paul, Senior Vice President, United Technologies Corporation. 
representing the Aerospace Industries Association. 

I will limit my remarks this morning to AIA's principal areas of agreement 
with Senator Dixon's bill, S.1379, to reauthorize and amend the Defense 
Production Act of 1950, and S.2163. the Defense Production Act Amendments of 
1990. Introduced by Senator Garn on behalf of the Administration. I will 
also offer suggestions where we believe different approaches would be more 
effective In strengthening the defense Industrial and critical technology 
base. 

Mr. Chairman, you are to be commended for this committee's leadership In 
carefully examining solutions to the crisis facing our defense Industrial 
and technology base. You and your colleagues, especially Senators Dixon and 
Heinz, have documented that In light of our Increasing global economy and 
the Migration of Industries to other sources there Is an Increase In foreign 
dependence. However, without first determining the effects of globalization 
on subcontractors, we really do not know If In fact we are dependant upon 
foreign sources. There are complex, systemic reasons for the deterioration 
of our defense Industrial base. Your hearings have addressed these and the 
legislation before your committee proposes some solutions. 
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status of the Aerospace Industry 

The Aerospace Industries Association of America today represents the only 
U.S. manufacturing Industry with a positive trade balance. Currently, the 
surplus stands at $20 billion. The industry Is strategically and 
economically Important to the nation. Our worldwide sales In 1989 exceeded 
$121 billion. New orders worth $157 billion were placed and the Industry's 
backlog at the end of 1989 stood at $233 billion. Aerospace firms employ 
1.3 million people, Including 250,000 scientists and engineers and 500,000 
trained workers. 

These are Impressive numbers. But the Industry Is under great pressure from 
many quarters: declining defense budgets, our own government's procurement 
policies, and foreign competition. 

The United States today accounts for about 62X of the world's aerospace 
market, Europe has about 30% and Canada and Japan split the rest. A large 
proportion of our market share consists of sales of defense, space and 
missile products. Clearly, the U.S. share of the defense side of the market 
will shrink due to U.S. spending cuts and to the desire of Europe. Japan and 
other nations to develop their own domestic defense Industries. As recently 
as 1983 we held an 8.5 to 1 favorable defense trade balance with Europe. 
That ratio dropped to 1.7 to 1 by 1987 as security assistance programs 
declined and were increasingly focused on fewer programs. 
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He must make up the difference through Increased marketing of commercial and 
defense systems and Items abroad. 

As we look ahead to 1992. Europe's aerospace companies are large, 
well -financed, actively backed by their governments, and technically 
proficient. I believe today, that Europe, not Japan or Korea, Is the 
aerospace Industry's Immediate competitive threat as we enter the 21st 
century. 

Mr. Chairman, the Defense Production Act of 1950 contains provisions proven 
to be useful to the Department of Defense In assuring that U.S. 
manufacturers and suppliers will give priority to the requirements of 
providing for the national defense. Reauthorization of the Act has become 
routine. However. In 1984 and again In 1986. Congress amended the Act to 
direct attention to the Impact of foreign trade on the defense Industrial 
base. Last year. Senator Dixon Introduced S.1379 to update and amend the 
Defense Production Act to stem the erosion of our defense Industrial and 
technology base. In doing so. Senator Dixon necessarily raises Important 
questions about the role of government with respect to the competitive 
future of American Industry. 

As a result of our growing global marketplace, we have seen other nations 
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Increase their preeminence In developing specific products. This has been 
particularly true In the world of commercial products. For the first ttme 
in history, emerging commercial products are driving the development of 
military Items, therefore Increasing the use of foreign sources for military 
components. 

AIA Is committed to ensuring the development of critical technologies and 
has established a non-profit foundation, the National Center for Advanced 
Technologies, (NCAT) to provide a forum for joint cooperation among 
Industry, government, and academla. NCAT Is coordinating AIA's Key 
Technologies for the 1990s by developing national consensus on the 
advancement of future essential technologies for global Industrial 
competitiveness. There Is a need In this nation for Increased government 
encouragement of Industry consortia on a broad based level to strengthen our 
defense Industrial base. Currently, joint Industry cooperation Is reviewed 
on a case by case basis, thereby discouraging Industry from pooling its 
resources to provide further competitiveness. Anti-trust measures should be 
established to provide Industry with protection from criminal or civil suits 
when undertaking a plan of action within the scope of the character of the 
sanctioned consortium. 

I will address some major specifics of S.1379. 
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He arre \n agreemeftt with most of TUle I of tke bill v#1th several key 
exceptions. The most notable being our opposition to Section 114's 
treatment of offset agreements, Section 127 amendments to the Exon-Florlo 
provisions and those definitions In Section 122 which would virtually 
disqualify some ma^or defense contractors as a "domestic source" for 
purposes of the Defense Production Act. 

Offs ets 

I wish there were better selling tools than offsets; I am sure Detroit does 
not like rebates. But so long as buyers and sellers are free to bargain and 
compete, competing sellers will offer Inducements to buyers. S.1379 
recognizes this reality. The bill does not eliminate offset arrangements. 
Instead, the bill seeks to assess the Impact offset arrangements might have 
on the Industrial base by requiring contractors to report any offset 
arrangement exceeding $5 million. However. AIA believes the 
contract-by-contract reporting requirements In Section 114 would seriously 
jeopardize the ability of U.S. companies to compete successfully In the 
foreign military market. Much of the Information sought under Section 114, 
would be burdensome for Industry, add little to our knowledge of what Is 
happening to the defense Industrial base and why. Furthermore, such data. 
If not properly used, could jeopardize our chances of continuing to win 
sales and to maintain our current trade advantage In defense Items. 
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There Is a concern that offsets Injure the defense Industrial base. But 

offsets annually total $2.5 billion. $2.5 billion must be placed In the 

context of total sales In the aerospace Industry exceeding $121 billion and 
International sales of $31 billion. 

In my personal experience, I have found that there are four key factors for 
success In defense export sales: 1. Political. 2. Financing. 3. 
Industrial Participation (Offsets). 4. Product. 

In defense export sales, the best product does not always win. The outcome 
of the competition Is very often decided by which package best meets the 
requirements of the Internal domestic politics of the customer nation. 
Foreign competitors vying for a third country's business generally have two 
avenues for Improving their competitive standing. One Is competitive 
financing terms and the other Is Industrial participation or offsets and 
counter-trade. Our foreign competitors generally can offer better financing 
terms than we can. Their governments will finance military export sales; we 
are denied access to government-sponsored financing for military export 
sales. Industrial participation or offsets Is the only competitive 
bargaining tool readily available to U.S. firms. He have used It 
effectively and responsibly. Governmental Interference with offsets, beyond 
legitimate concerns for transfer of technology and compliance with national 
security Interests, cannot help our ability to compete. 
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To meet the Industrial Impact Issues raised by Section 114 of S.1379. AIA 
recommends a systematic examination of those subsectors which are considered 
critical to the production of key parts and components of major weapons 
systems, and which seem to be showing signs of particular weakness. This 
process should pay particular attention to sectors In which the number of 
firms doing business with DoD and Its major contractors has shown a marked 
drop. Solutions would be based on a study of the reasons why domestic 
products have been replaced by foreign components In major defense systems. 
The study should examine the Impacts of U.S. government procurement 
policies, foreign government subsidies, offset requirements. and 
difficulties associated with production processes, including environmental 
siting problems. 

Definition of "Domest ic Source" 

Section 122 would classify many major defense contractors as nondomestic 
sources for the purposes of the Defense Production Act. Under this 
provision a business entity would be required to perform all of its 
research and development, engineering, manufacturing, and production 
activities within the U.S. to be a considered a defense contractor of the 
United States. The effect of this provisions Is to discourage dual-use 
technology and thereby, to weaken the competitive strength of firms seeking 
to do business with the government. As Congress develops solutions for 
overcoming deficiencies In the defense Industrial base, care must be taken 
not to cut ourselves off from the best that's available. Often the best 
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will be supplied by firms extremely active In International competition. 
These firms may not meet the definition of domestic sources for purposes of 
the Defense Production Act. 

Title , n 

AIA supports Part A of Title II which addresses Industrial capability. 
Hhlle AIA recognizes that national security and the national economy are 
Interrelated we caution against Interpreting Section 202 to mean that 
national economic policy should be driven by national security concerns. 
This could lead to a nationalist, mercantilist, trade policy contrary to our 
belief In a free market system. 

Part B of Title II. Encouraging Improvement of the Defense Industrial Base, 
Introduces new procurement procedures which will Increase the complexity and 
confusion rampant In the current procurement process. These provisions 
specifying domestic sourcing actually are unnecessary and counter-productive 
to the development of Internationally competitive suppliers.. The fact is 
that today any supplier of Items using critical technologies who cannot 
compete In the world market Is not a world class supplier when measured by 
quality, technological capability, and reliability. If the supplier Is 
world class, cost alone Is not going to be the discriminator. The 
development of domestic sources can best be accomplished through development 
of suppliers who. attain world class competitive standards. 
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I would suggest two policy changes which would provide a true stimulus to 
the Industrial base. 

1. Full Cost Allowability for IR&D/B&P 

Industry Independent Research and Development (IR&D) and Bid and Proposal 
(B&P) efforts play a critical role In maintaining our technological 
leadership and preserving the strength of our defense Industrial base. 
Despite Its Importance, Industry Is currently required to subsidize the cost 
of IR8eD/B8eP because, unlike other overhead costs, the government places a 
celling on the amount of IR&D/B&P costs that a contractor can allocate to 
government contracts. By falling to pay Its proportionate share of 
IR&D/B&P, the government requires industry either to return less money to 
its shareholders, reduce Its IR&D/B&P Investment, or transfer the costs to 
non-government customers. IR&D/B&P Is vital to the security strategy of the 
United States and to a competitive American economy. Both our security 
strategy and our industrial competitiveness are based in technology 
developed in part through IR&D/B&P. The Defense Production Act should be 
amended to require that all IR&D/B&P costs be treated, like other overhead 
costs, as a normal cost of doing business. 
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2. Higher Progress Payme nt Rates for R&D and Production of Critical 
Technologies 

In recent years, the Congress and the Department of Defense have enacted a 
number of major policy changes which have adversely Impacted the health of 
the defense Industrial base. A reduction In progress payments from 90X to 
the current level of 80% (for large businesses) has been among the most 
damaging. The reduced cash flows resulting from the progress payment rate 
reduction have made It extremely difficult for DoD contractors to attract 
new Investors and sustain their private research efforts. Higher progress 
payments are essential If we are to maintain a strong research and 
development and Investment oriented defense production base. He recommend 
that Title III of the DPA be amended to provide for higher progress payment 
rates for companies engaged In research, development or production of 
critical technologies. 

Mr. Chairman, we thank you for the opportunity to appear before your 
Committee today and hope that In Identifying our specific areas of concern 
we can work together to strengthen our defense Industrial base. 
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Senator Shelby. Thank you. 
Mr. Koontz. 



STATEMENT OF JAMES L. KOONTZ, PRESIDENT AND CHIEF EXEC- 
UTIVE OFFICER, KINGSBURY MACHINE TOOL COMPANY; REP- 
RESENTING NATIONAL CENTER FOR MANUFACTURING SCI- 
ENCES 

Mr. Koontz. Thank you, Mr. Qiairman. 

I am pleased to be here today to discuss our defense industrial 
base. 

I am the Chief Executive Officer of a machine tool company in 
New Hampshire. I also serve as Chairman of the consortium, the 
National Center for Manufacturing Sciences; and am a current 
member of the Defense Science Board via the absorption of the De- 
fense Manufacturing Board. 

Our ability to remain at peace, as well as compete with the rest 
of the world depends upon the strength of our industrial base. 
Today, it is widely acknowledged that America's technological su- 
periority has diminished. This is due to the U.S. neglecting its in- 
dustrial capability, while ambitious efforts of other nations were di- 
rected to building up their own. They have implemented new and 
more efficient management tools to generate technology and 
market sh£u*e. 

Through necessity, they pioneered the concept of cooperation or 
collaboration between industry. Government and academia. They 
pooled their resources, both himian and capital, to more effectively 
compete in the international environment. As a result, the Ameri- 
can industrial base operating independently and in many cases as 
adversary continues to deteriorate. 

In a recent interview of 750 U.S. chief executives, conducted by 
Ernst & Young, the consensus of the executives was not only that 
America's technological edge is declining, but the slide will contin- 
ue over the next 5 years. Even more alarming, this group of CEO's 
were worried about having enough capital to operate or expand 
their companies. Obviously, little or no new technology vital to our 
national security is going to be developed under these conditions. I 
concur with the results of this study. My own company no longer 
has the needed capital to do the necessary R&D. Reluctantly, I 
have also turned to foreign sources for my technology. In the long 
term, this is not healthy economically or for national security. 

The Defense Production Act has been a cornerstone of our na- 
tional security industrial base and mobilization planning for over 
40 years. It is the primary mechanism used to implement action to 
mitigate peacetime defense production problems and preserve tech- 
nologically critical defense manufacturing capabilities. The DPA 
was developed in a time when the United States was the world eco- 
nomic and technological leader. 

The DPA was nmded then, and is even more important today. 
United States industry is facing increasing global competition em- 
ploying more efficient methods for the development and transfer of 
technology. The results being the continuing decline in market 
share aiKl capital to support the vital technologies needed fbr our 
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national security. Industry must get access to lower cost capital 
and better methods for the transfer of technology. 

However, in the midst of the worrisome reports about our inabil- 
ity to compete and our ever-declining industrial base, there are 
some encouraging signs. Obviously, the American people in general 
have a better understanding of the linkage between our economic 
well-being and our national security. We are recognizing the value 
of cooperation — R&D consortia are becoming commonplace. Some 
150 such joint operations are roistered with the Government. 

The organization I am associated with, the National Center for 
Manufacturing Sciences, is beginning to yield important dividends. 

We need to further relax antitrust laws to encourage joint pro- 
duction and joint export marketing efforts. Federal technology 
transfer laws have been changed and the potential payofft are 
there, but they must be nurtured. 

The NCMS is currently working with the Department of Energy 
in an effort to transfer their technology to the private sector. The 
Department of Defense represents even a greater potential. All 
good signs. We are beginning to recognize that new wavs and 
me€uis must be employed to maintain both our economic weU-being 
and our national security. 

When I began my remarks, I indicated my strong support for the 
Defense Production Act Amendments, S. 1379. In closing, I would 
like to re-emphasize my views and suggest several enhancements 
that will strengthen the defense industrud base. 

There has never been a time in the history of our nation, wheth- 
er during war or peace, that the need to restore strength to our in- 
dustrial base has been more critical. While we have amassed an 
impressive array of advanced technologies in weapons and surveil- 
lance technologies during the last decade, we have relinquished the 
ability to produce them. Many C€ui be produced by our trading 
partners around the world, but we cannot produce them here at 
home effectively. Although I hope we will never again experience 
the hostilities, I am not, nor do I believe the nation should be pre- 
pared to wager the security of our nation on my hopes. Therefore, 
it is increasingly important that we preserve and strengthen our 
capability to produce the defense materials ne^ed to sustain our 
freedom, should it ever become necesscury. 

I urge you to support the reauthorization of the Defense Produc- 
tion Act, and additional measures that would prove beneficial. Let 
me suggest a few that would improve cooperation throughout the 
defense industrial base, promote research, development and matu- 
ration in vital producticm technology areas ai«l capitalize on the 
vast expenditures made in the recent past by and on behalf of the 
U.S. Government. 

First, aU Geverament coBtractors, particularly defense ccmtrao- 
tws, fi^idd be enooiiuraged and provided incentives to participate in 
U.S. research, >tlev^pment, ^tochnelogy transfetr and .production 
consortia. The National Center for Manufacturing Sciences, the na- 
tion's largest R&D consortia, represents an excellent example of 
the type of collaborative efifort necessary if the United States is to 
survive in the production environment cf the 1990's and beyond. 

This could be accomplished by allowing Government contractors 
to include full recovery of their cooperative R&D costs, including 
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dues, research contributions and other related expenses incurred in 
active participation in organizations such as the National Center 
for Manufacturing Sciences as allowable R&D reimbursable costs, 
allowable in their contracts. Contractors are currently not allowed 
to bring the benefits of cooperative leveraging to Government con- 
tracting. 

Second, we must tear down the adversarial barriers that have ex- 
isted for all too long between Government and industry. Quite 
simply, tbe Govemramt and mchistry must become equal partoers 
in restoring our induirtarial strengtiii and dia^nng our futwre. This 
goes beyond mere words aad requires the oommitment of resources 
by both parties— industry mxppkyiBg all the human resources and 
say half 9i the numey, with Government siqyplying one-half of the 
money which can be further leveraged depending on the project 
undertaken. 

This could be accomplished by expanding title m to allow sup- 
port of relevant consortia through grants fh>m the revolving fund. 
I have attempted to compile a list of critical commodities for my 
industry. But, for example, for one of those alone, control technolo- 
gy, our Japanese trading pieurtners have initiated $1 billion research 
effort referred to as "Intelligent Manufacturing Systems" as an 
international effort. I am not in favor of entering a program where 
the U.S. industry would relinquish its remaining vestiges of techno- 
logical superiority. Quite to the contrary, I believe we must put 
forth efforts of comparable size, direction and importance to U.S. 
industry. This will require substantially more than the revolving 
fund limit of $250 million. Our trading partners are expending bil- 
lions and we must do likewise. 

As a related issue, I must add that interagency cooperation and 
co-funding on research, development and technology transfer ef- 
forts of this nature should be strongly encouraged. 

I think I'd better stop at this point because I had a 10 minute 
statement and I see I only have 5. 

[Tlie complete prepared statement of James L. Koontz follows:] 
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Mr. Chairman and distinguished members of the United States Senate Banldng 
Committee, I am James L. Koontz, President and CEO of Kingsbury Corporation. I 
also serve on the Defense Manufacturing Board, now part of the Defense Science 
Board, and am the Chairman of the Nattonal Center for Manufacturing Sciences. In 
the past, I was Chairman of the NMTBA, the Association for Manufacturing 
Technology. 

I welcome this oppoitunity to appear before you today, in support of the 
reauthorization of the "Defense Production Act of 1950", and S. 1379, the "Defense 
Production Act Amendments of 1989". i spent my entire career out on the factory floor 
addressing the production needs of our defense and commercial industrial base. I 
gained my share of bruised Itnuddes and cut fingers, and more often than not, I am 
the one with grease and dirt under my finger nails. My remarks reflect my first hand 
experience with the critical industries and technologies needed for the security of our 
nation. 

I have seen my share of technology and more than my share of change. Quite 
frankly, I dont like what I have seen in recent years. I recall, not too long ago, when 
American manufacturing meant the best production technology, unparalleled products, 
leadership and a strong industrial base. Today, all that stands in disarray. 

Think back to as recently as the late 70s and eariy 80s. In the United States, we 
could devek>p advanced weapons systems and the productton processes and 
technok>gy to bring them to fruition and full depk)yment. I doni have to tell you that 
those are just memories of our past. When we gave up the consumer electronic 
markets, the expansive mari^ets that pakj for expensive productkm technok>gy research, 
we began to give up our capabilities in defense electronk». This erosk>n continues 
today. 

When our trading partners in Japan, Taiwan and Korea concentrated on consumer 
products, employing preciston parts such as disc drives and optical feeders and 
utilizing diamond turning systems, we relinquislied much of our lead in defense needed 
precision machine tools. Again, this erosion continues today. When we neglected the 
machine tool control systems, one company In Japan, with the support of its 
government, took my industry by storm and now owns the Hon's share of the U.S. 
controller mari^et, the key to productivity and predskm improvements for virtually every 
manufacturing process and technology. Once again, the erosion continues today. 

I am sure that you, as I have from my vantage point In industry, from my position as 
Chairman of the National Center for Manufacturing Sciences and from the Defense 
Science Board, have listened to innumerable horror stories and read the many blue 
ribbon prestigious studies that have k>een undertaken on the status of our industrial 
base. The message has k>een, and is always the same, "We have neglected our 
industrial base for far too many years. The time has come when we can no longer 
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neglect our manufacturing industries if we wish to reap the t)enefft8 of our past defense 
expenditures, thereby maintaining a secure and free nation and enjoying the so caNed 
"peace dividend". 

We let ourselves go once t)efore. after WWII. As a result, by 1950, when the Korean 
conflict demanded our attention and support, the industry in the United States that 
produced the defense materials that saved the world and secured our freedom, could 
not meet our security needs. Where we have fallen into this abyss, once again, today, 
in 1990, 1 hope that like 1950, it is not too late to recognize our dilemma and to take 
strong, corrective actions. Mr. Chairman, this is why I am tiers today, to urge you 
personally, the Senate Banking Committee, all of Congress and the Administratkm to 
recognize the breadth and magnitude of our natkHial dilemma and to begin the process 
of restoring our industrial strength. 

Our problems today are not any less Important than they were in 1950 when the 
Defense Production Act was enacted, simply because we are not now involved in 
armed conflict. In fact, our problems are more critical today. In the 50s, advanced 
technologies both for weapons and productk>n systems were not prevalent around the 
world. Today, all that has changed. 

We must face up to the fact that advanced technok>gy is out of the bag. I=br instance, 
in almost any issue of the Polish journal "Gazeta Torgowa" a computer buffs shopping 
paradise, literally all sorts of COCOM restricted computer technology is being offered. 
Advertisers offer powerful chips, high density large hard disc drives, as well as a fuN 
array of components needed to construct powerful top of the line computers. If 
advanced technobgy is offered this blatantly, just imagine what doesnl make its way 
into print. Our allies and adversaries have advanced technok>gy In aH areas. In fact, 
many have much stronger industrial bases and more advanced productk>n technok>gy 
than most domestic firms. 

In addltton, by concentrating on the mass productkMi, rapM turnover consumer markets, 
many of our trading partners, including potential adversaries, have industrial engines 
driving their manufacturing Industries with Important dual-use type technok>gies. They 
are advancing at a rate that has, and can continue to far outpace the rate of 
technobgy and industrial change in the United States. We must stop operating as if 
it were 1949. 

Like 1950, we must act decisively and we must act now. In your invitatk>n letter to 
me, you posed several questk>ns and i want to address them here, because they each 
bear direct relevance to my concerns. 
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Question 1 

Do you believe that current systems for gathering and assessing data on the extent 
of foreign dependencies among prime contractors and sut>contractor8 of defense 
materials are adequate? What changes in our cun^nt assessment policies and 
practices would you recommend, if any? 

An§wgr 

In viewing numerous studies by both commerciai and govemment organizations, it is 
obvious we have no reliabie method of assessing the extent of foreign dependency on 
a broad scale. Even on a micro-level, such as my own industry ("machine tools'), 
there is no reiiat)le knowledge of foreign dependencies. 

Personally, I have attempted to put together a list of commodities that my industry 
considers vital. This list includes CNC controllers, motors, electronic drives, bail 
screws, machine ways, etc. The top of the line, state-of-the-art in each of these 
commodities are foreign sourced. 

I understand from a recent Defense Manufacturing Board Subcommittee meeting, that 
DARPA has completed a study of our foreign dependencies. Although the stu^ has 
not been released yet, from the comments I have heard, and press reports I have 
seen, we are a heavily dependent nation. We cannot afford to wait for a national 
emergency to determine we cannot t>uild a single major weapons system domestically. 
I urge you to undertal^e the necessary legislative actions to ensure we truly kiww and 
understand our foreign dependencies. 

Question 2 

Do you have concems that foreign companies migtit become the sole source of certain 
equipment or technologies vital to our national security? 



Yes, I fhUnk anyone producing products for national security purposes, would share this 
concern. Considering the fact that we do not know the extent of our overall 
dependency on foreign products, it is a difficult problem to solve. 

Let me point out one small example. It was just about a year ago when Hitachi 
purchased Ceraciad Corp. Ceraciad was a critical supplier of advanced, fourth 
generation ceramic chip canler technotogy to the Department of Defense. This is 
Integral to our avionics needs. Since the purchase, Hitachi has transfen^d ail 
Intellectual property, know-how, etc., to Jap&n and shut down Ceraciad. The U.S. no 
k>nger possesses the capability that we invested heavily in during recent years. We 
must develop a new capat)llity or depend on a foreign company to retain this capability 
and supply our needs. Do we really want to risk our future on this type of recurring 
situation? 
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In my own industry, machine toois, I have a great oonoem that one oouM virtiMiy buM 
a state-of-the-art macNne tooi using ali foreign components - the only U.S. content 
t)eing labor. This is alarming and completely unacceptable. 

I believe that we, government, industry and academia, together must quicMy address 
this problem of foreign dependency by supporting U.S. industries, espedally those that 
are critical to our national security, in their efforts to remain globally competitive. 

We must create the environment and provide the resources, on a matching funds 
basis, to both create technology and effectively integrate the technology Into our crttical 
industries. 

Do you believe the Federal Gk>vemment should make greater efforts to foster the 
development of domestic based defense related technologies either directly through 
funding programs or indirectly through encouraging Joint industry cooperation or 
compulsory licensing of foreign technology? 

Yes, the government should continue and expand Its U.S. generated technologies. 
This should be done on an equal sharing of monies and/or resources with the private 
sector. With both sectors having financial involvement, the process of technology 
transfer will be accelerated. 

Both you and I loiow that all of our major trading partners have amassed their 
industrial strengths using this approach. They continue today, and In imcX, have 
accelerated the pace of their activities. 

Permit me one example, the Intelligent Manutecturing System (IMS) initiative tyy 
Japan's MITi. Although it is being descrit)ed as an intemational effort, it couldnl be 
further from the truth. Presently, it is limited to the partners that MITI picks. Many 
of our closest allies on the Pacific Rim wouki be excluded, hi addition, it is directed 
at one of the few remaining areas where the U.S. retains technotoglcal superiority. We 
wouki k>se. 

Although it migtit be possible to find areas that couki t)enefit all of the industrialized 
worid, including the United States, this is not the case for the IMS. I ¥vouki rather eee 
the government focus on aggressively supporting broad k>ased consortia that can 
provkie both nattonal security and industrial competitiveness. This means that the 
govemment must focus on klentifying and eliminating baniers that lnNt)it U.S. 
companies from collaborating, to devek>p and transfer technotogy, manufacture and 
export martlet their products. 
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The idea of oompuieory Noensing of foreign technoiogy lias acme aerioua 
consequences. Many countries could, or would, use ttiis provision to gain access to 
intellectual property rights in trade for marling rights, patents, etc., witNn their 
country. Rather than furttier depleting our technok^y, I would get on with development 
of our own technology needs than to agree to compulsory licensing of foreign 
technoiogy. 

We still have too much to lose. 

Qv»e$tl9n4 

Do you t)elieve that current mechanisms to facilitate the transfer of high technology 
defense research into benefiting dvliian related technologies are adequate? What 
policy changes, if any, would you recommend? 

Answer 

In general, current mechanisms are weak, Ixjt probably are adequate. What needs to 
be changed is "attitude". We need someone in govemment to provkje the initiative to 
instill full cooperatk>n with the private sector to jointly disseminate non-dassifled 
technok>gy to the private sector. In some cases, poltoies and procedures may have 
to be changed to improve the transfer of technotogy to "small busirtess". These small 
businesses do not have the resources, time or know-how to get involved with 
govemment agencies for the transfer of technobgy. The machine tool industry is an 
example. In these cases, an organization or consortium such as the National Center 
for Manufacturing Scier^ces, could be the conveyor of technofogy transfer. 

Let me elaborate. Although the U.S. has expended hundreds of bilifons of dollars in 
the past decade or more on research, there is no inventory of the intellectual property 
that might be transfen^d. it is Just sitting there and if you are fortunate enough to 
chance across some and it meets your technok)gy needs at that time, you have plenty 
of financial resources at your disposal and everyone in the govemment cooperates 
smoothly and quickly, maybe. Just mayt)e you will successfolly transfer the technotogy. 
Unfortunately, the odds are not in industry's favor, particularly small business. 

Consortia like the National Center for Manufacturing Sciences, on the other hand, offer 
a unique opportunity. Consortia can aggregate demand. This is the "pull function* 
critteal to the success of technotogy transfer. For instance, the National Center for 
Manufacturing Sciences knows of liteFally hundreds of manufacturing processes and 
technotogies needed by its members. We then can apply the resources, not available 
in most companies, to seek out useful technok>gles. 

By way of example, the Natfonal Center for Manufacturing Sciences is pursuing a 
memorandum of Understanding between itself and the Department of Energy. On tfie 
DOE Defense Programs, the Center has kJentified an Advanced Manufacturing Initiative 
with numerous technotogies and activities of interest. A small sampling irKHudes: 
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rrecision Macmrwig 

- Diamond Turning 

- Hazardous KtaMal Handlino 

- Advanced Matarfals 

- Manufacture and Moasursment of SmaR Spheres 

Process Controis 

- In-prooess Precision Measurements 

- Control of Temperature and Vibration 

- Error Budget Analysis 

- Deterministic Manufacturing 

- Tool Wear Measurement and Compensation 

Manufacturing Practices 

- Numerical Control Manufacturing 

- Small \joli Scheduling 

- Personnel Training 

- Computer Aided Design with PCs 

Manufacturing Deployment Centers 

- Training and Education 

- Equipment Testing/Verification 

- Joint Development 

- Manufacturing Internships 

Measurements 

- Coordinate Measuring Machines 

- Non-contact Gauging 

Controllers 

- Real Time Control 

- Advanced Software 

Flexik)le manufacturing 

- Computer Integrated Manufacturing 

- Rotwtics 

- Tool Management 

- Small Batch Processing 

Quality Control 

- Continuous Quality Improvement 

- Statistical Process Control 

- Integrated Design for Manufacturing and Assemt)ly 
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Laser CuMng and Welding 

- Advanced Lasers (e.g., copper) 

- Plume Analysis Diagnostics 

- Fiber Optics 

• Waste Handling and Reductton 

- Solid Machine Chips Handling 

- Coolant Recycle and Disposal 

- Near Net Shape Forming 

- Environmental Compliance 

• Computer Applications 

- Expert Systems/Artificial Intelligence 

- RnKe Element Modelling 

- Mechanical Machine Design 

Our members have identified a strong need for all of these areas. By wortdng 
collaboratively, industry and govemment will be able to inventory, access and transfer 
much more of our research developments into productive operations across all of 
industry. 

Before I leave this sut)|ect, I would Wke to point out the obvious. The questions that 
you have asiced and S. 1379 will not and cannot by themselves, ensure a long-term, 
strong, sound industrial base. There are too many otiier influences that impact every 
company in this natton. Again, numerous studies have highlighted the repressive 
nature of our tax system, trade laws, anti-trust legislation, cost of capital, fiscal policy, 
environmental policy, and a whole host of additional areas. My intent is not to review 
each of these with you, rather. It is to indicate tliat each must be scrutinized for its 
effects on our industrial t>ase. We must t>e honest enough to recognize that all areas 
must be dealt with by Congress and the Administration. And we must be committed 
enough to pursue each action until we achieve the desired results. 

When I began my remarks, I indicated my strong support f6r the Defense Production 
Act Amendments, S. 1379. In dosing, I would like to re-emphasIze my views and 
suggest several enhancements that will strengthen the defense industrial base. 

There has never k>een a time in the history of our natton, ¥iffiether during war or peace, 
that the need to restore strength to our industrial base has been more critical. While 
we have amassed an impressive array of advanced vveapons and surveillance 
technok)gies during the last decade, we have relinquished the ability to produce them. 
Many can be produced by our trading partners around the wodd, but we cannot 
produce them domestically. Although I hope we wRI never again experience hostilities, 
I am not, nor do I believe the natk>n should be, prepared to wager the security of our 
natk)n on my hopes. Therefore, it is increasingly important that we preserve and 
strengthen our capability to produce the defense materials needed to sustain our 
freedom, shouW It ever become necessary. 
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I urge you to support reauthorization of the Defense Production Act, and additional 
measures that would prove beneficial. Let me suggest a few that would Improve 
cooperation throughout the defense industrial base, promote research, development and 
maturation in vital production technology areas and capitalize on the vast expenditures 
made in the recent past by, and on behalf of, the U.S. Government. 

First, all government contractors, partlcularty defense contractors, should be 
encouraged and Incentivized to participate in U.S. research, development, 
technology transfer and production consortia. The National Center for 
Manufacturing Sciences, the nation's largest R&D consortia, represents an 
excellent example of the type of collaborative effort necessary if the U.S. is to 
sun/lve in the productton environment of the 90s and beyond. 

This could be accomplished by allowing government contractors to include full 
recovery of their cooperative R&D costs - including dues, research contrttHJtions 
and other related expenses incurred in active participation in organizations such 
as the National Center for Manufacturing Sciences - as allowat)le, and 
encourage IR&D/PB (Independent Research & Deveiopment/Bid & Proposal) 
costs allocable to their contracts. Contractors are currently not allowed to bring 
the benefits of cooperative leveraging to government contracting. 

Second, we must tear down the adversarial barriers that have existed for all too 
long between government and industry. Quite simply, the government and 
industry must become equal partners in restoring our Industrial strength and 
shaping our future. This goes beyond mere words and requires the commitment 
of resources by both parties. 

TNs could be accomplished by expanding Title III to allow support of relevant 
consortia through grants from the revolving fund. I mentioned previously that 
I have attempted to compile a list of critical commodities for my industry. For 
one of those alone, control technology, our Japanese trading partners have 
initiated a billion dollar research effort referred to as 'Intelligent Manufacturing 
Systems' as an international effort I am not In f^vor of entering a program 
where U.S. Industry would relinquish Its remaining vestiges of technological 
superiority. Quite to the contrary, I believe we must put forth efforts of 
comparable size, direction and importance to U.S. Industry. This will require 
substantially more than the revolving fund limit of $250 million. Our tnlding 
partners are expending billions and we must do likewise. 

As a related Issue, I might add that interagency cooperation and cofunding on 
research, development and technology transfer efforts of this nature should be 
strongly encouraged. The Department of Commerce's new Advanced 
Technology Program, together with DARPA should implement programs Involving 
critical technologies \\k» machine tools that must supply all sectors of the 
industrial base. 
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TNrd, and last, we must make better use of those technologies we have already 
paid 16r. For decades, we have t)een contracting for the t)est minds and 
resources tNs nation has to offer. We have spent hundreds of bUtions of 
dollars, and iiteralty, tens of thousands of advances and discoveries have t)een 
made. However, very few, particularly in the manufacturing process area, find 
their way into practice. We must improve the process of technology transfer in 
new research starts, as well as our existing resources. 

I am pleased to rsport that the National Center lor Manufacturing Sciences has 
pioneered and established with the govenvnent, a successful technology transfer 
model. Because consortia are able to aggregate demand, they provide an excellent 
focus for coltaborative leveraging of these precious resources. The National Center 
for Manufacturing Sciences is formalizing this process In a Memorandum of 
Understanding with the Department of Energy and would like to do so with the 
Department of Defense. Secretaries Mosbacher and Watkins have embraced the 
Natk>nal Center for Manufacturing Sciences' initiative and are encouraging its adoption 
on a wktospread basis. I strongly suggest that you encourage this type of cooperative 
sharing of activities with relevant consortia in the Department of Defense, as well. 
There is a wealth of technok)gy in the defense labs, but as yet, no coordinated, 
efficient approach to access it 

As a final thought, I want to point out that my remarks have dealt only with a short 
sut)set of the needs and opportunities. There are no silver kxillets out there. It is 
going to require a krt of hard work by everyone involved. Mr. Chaimnan, hi your 
remarks on March 1, 1990, you called for the f6rmatk>n of an advisory group, t want 
to offer my assistance either directly or indirectly through two very important 
organizatk>ns. I am certain that Al Moore, PreskJent of NMTBA, and Ed Miller, 
President of the National Center for Manufacturing Sciences woukJ be willing to support 
your needs, to put in place a legislative package in modular form, devoted to all of the 
differing aspects of competitiveness. 

TNs concludes my remarks. I appreciate your giving me the opportunity to share 
these thoughts with you today, and wiN be happy to answer any questk>ns that you 
might have. 
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The Chairman. I appreciate that and when we get into the ques- 
tion period, if there are other points in your presentation that you 
really want to stress, whether a question is asked or not, I know 
you will work them in. 

Before going to Mr. Dudon, I want to acknowledge Senator Heinz 
who has arrived and ask if he has any opening comment he wants 
to make. 

Senator Heinz. Mr. Chairman, I would like to put my opening 
statement in the record. I do have a great interest in the views of 
these gentlemen on the question of offsets, which is dealt with in 
the legislation before us, and I reserve my questions in that regard 
imtil the appropriate time. I particularly want to focus on those 
offsets that have the effect of requiring the transfer of technology. 

Thank you, Mr. Chairman. 

The Chairman. Very good. I have a statement from Senator 
Gam for insertion in the record. 

OPENING STATEMENT OF SENATOR JOHN HEINZ 

Senator Heinz. Mr. Chairman, one of the issues I did not have a 
chance to raise at the last hearing was the problem of offsets. I 
hope we will have an opportunity to discuss them today with these 
knowledgeable private sector witnesses. 

Aerospace contracts commonly include provisions in the con- 
tracts called "direct" or "indirect" buy-backis or offsets. A "direct" 
offset is a requirement in a contract obligating the seller (the de- 
fense contractor) to transfer part of the production or assembly of 
the item to the purchasing coimtry. An indirect offset requires the 
seller to market the purchasing coimtry's products. Offset agree- 
ments can — and have — amounted to over 100 percent of the value 
of the item U.S. firms sell to another country. 

Congressman John Kasich, in testimony before the Senate Bank- 
ing Committee, spoke to perhaps the worst aspect of offsets from 
the U.S. point of view: 

Offset and co-production requirements do not remain exclusively with prime con- 
tractors. Rather, the requirement for foreign licensing is levied by the prime con- 
tractor upon subcontractors who must then transfer a portion of their production, 
their weapon system technology, or both, to manufacturers in the purchasing coun- 
try. To the extent that offeets result in an outflow of technology, the technology in- 
volved is that of subcontractors rather than the prime contractors who make the 
original foreign sale. It is therefore subcontractors who are ultimately placed at a 
competitive disadvantage from ofGset and co-production requirements. 

Offsets have a significant impact on the competitiveness of criti- 
cal technologies in the U.S. b^use they help create competitors. 
In the Korean Fight Plane case, for example, we were being asked 
to provide technology to assist South Korea in developing an aero- 
space industry. Korean government officials publicly boasted tliat 
South Korea's goal was to have a competitive aerospace industry in 
10 years. Whether that was realistic was not the issue; the issue 
was the stated intention to use KFP technology as a springboard to 
develop an indigenous aerospace capability. 

After the Korean government said that the contract would go to 
the fhm that fulfills that requirement. The Wall Street Journal 
(June 7, 1989) reported that U.S. firms were competing "fiercely for 
the right to teach the Koreans how to compete with them." 
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It is difficult for me to understand that attitude. South Korea 
may not yet be a 'technically capable foreign competitor/' but it is 
precisely this attitude of benign neglect that the United States took 
toward VCRs, TVs, semiconductors, microwave ovens, and automo- 
biles. The aerospace industry is among the last of the high technol- 
ogy frontiers in which the United States has a conmianding lead. 

Mr. Chairman, maintaining a technological lead is not a God- 
given right. It takes a lot of work. Fm beginning to worry that 
we're losing our capacity for that work. I hope our witnesses today 
will convince me otiierwise. 

STATEMENT OF SENATOR GARN 

Senator Garn. Today we end a series of hearings on the reau- 
thorization of the Defense Production Act with an examination of 
the way in which the act afTects U.S. industry — ^both large defense 
contractors and smaller businesses that generally supply compo- 
nents. 

Let me say again that I support DPA authorities and believe 
they have been vital in ensuring government access to materials 
and goods critical to national security. I further believe that the 
United States must have a reliable source of supply for critical ma- 
terials and products. It would be foolhardy to place ourselves in a 
position of total dependence on a foreign supplier for potential de- 
fense needs. With this in mind, however, I think it is critical that 
we recognize that strengthening the defense industrial base re- 
quires much more than DPA reform. It requires continuing 
progress on deficit reduction, cutting capital gains rates, reforming 
anti-trust rules, and improving government support for technology 
development and implementation. 

I look forward to today's testimony. 

Thank you, Mr. Chainnan. 

The CHAmBfAN. Mr. Dudon. 

STATEMENT OF DAVID DUDON, PRESIDENT, MUTUAL TOOL AND 
DIE, INC., DAYTON, OH; REPRESENTING THE NATIONAL TOOL- 
ING AND MACHINING ASSOCIATION 

Mr. Dudon. Thank you, Mr. Chairman, and good morning. 

I am Dave Dudon of Mutual Tool and Die in Dayton, Ohio. I am 
testifying on behalf of the 3200 member companies of the National 
Tooling and Machining Association. My companv designs and 
builds tools, dies and special machinery. I employ 08 skilled craft- 
speople. 

I represent the small contractor who provides unique products 
required by the prime defense, aerospace or automotive companies. 
I have been in the business for 25 years and many changes have 
occurred which threaten the existence of shops like mine. Much of 
this threat comes from off-shore and there are several government 
policies that further harm our ability to compete. 

The Defense Production Act offers several remedies to the de- 
cline of our defense and technology base. I will speak to four areas. 
One, the hi^ cost of capital in the United States; (2) ofSsets; (3) 
sanctioned industrial consortia; and (4) improved education and 
training. 
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The rapid technological evolution has tremendous impact on 
sm£dl manufacturers. First, we have to have access to increased 
amounts of capital and must deal with increased requirements for 
training. According to the study by the Office of Technology As- 
sessment, "Making Things Better/' for many of America's 355,000 
small and mediimiHsized manufacturing firms, exposure to new 
technology is haphazard and efforts to keep informed is beyond 
their means. 

The elimination of both the investment tax credit and the accel- 
erated depreciation provisions stifle investments in production 
equipment. The 10 percent ITC represented my downpayment on a 
new machine. Without it, I have to finance the equipment out of 
retained earnings in an industry where profits may average one to 
two percent of »ales. This is imrealistic. 

Computer-controlled equipment is enormously expensive, say 
$125,000 for one machine. That is a significant burden on the small 
businessman. To remedy this would include a specific investment 
tax credit, adoption of a revised depreciation schedule, make per- 
manent the R&D tax credit, reduction of the capital gains rate. 

An additional change in international competition, the competi- 
tive environment has changed rapidly and substantially because of 
three major factors — the movement offshore of mcgor U.S. manu- 
facturing facilities; the corresponding purchase offshore of the sup- 
porting tools, dies and molds. Second is the development of increas- 
ingly high-level technology expertise and skills from foreign firms. 
Last is the favorable economics of foreign firms such as govern- 
ment subsidies, lower cost of capital, lower employee wages and 
benefits costs, fewer government mandated costs. 

At this point I would like to recount to you some of my own ex- 
periences with foreign competition. During the past several years. 
Mutual Tool & Die has lost business to Japan, Mexico, Canada, and 
Turkey. A tooling and machining shop is a service industry. Re- 
cently, we built and developed a special machine for an automotive 
firm. The order was for 20 machines. Hundreds of man-hours went 
into building this machine. All of our cost was up front. It is with 
the second buy that any profit is made. We shipped the machines 
to the automotive plant in Mexico. The company came out for a 
second quote, but we were not selected. The machine is now being 
produced in Mexico. What Fm sa3dng is, they had the machine in 
front of them and were able to copy it. 

In another instance, we again developed a series of dies for an 
aircraft engine. The first go around to complete this project was 
very expensive. We designed and built the dies and shippNed them 
overseas to Turkey. We were actively giving away our technology. 
This technology was absorbed and when we quoted another series, 
we lost to the company in Turkey. 

Another incident occurred with Japan. We were providing stain- 
less steel manifolds for a firm in Texas. We were very pleased with 
the order as each piece was valued at $500 and we had an order for 
100 pieces. After completing the order, we were quoted again on 
the same order. This time we lost the order to a company t^t was 
located on a ship off the shore of Houston, Texas and they manu- 
factured the parts above the ship. This was a Japanese firm. 
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These are just a few examples of my experience. It is not unique. 
Other shops are experiencing similar problems with parts going off- 
shore, literally. This leads me into a discussion of offsets. 

Why are offsets a problem for small businesses in this country? 
Prime contr£U^rs understandably seek help from their subcontrac- 
tors in coming up with ways to compete with European of&et re- 
quests. Subcontractors have risen to the occasion by transferring 
technology overseas or by purchasing components from overseas, 
all in order to help the prime contractor win the sale. Offsets put 
enormous pressure on the largest U.S. companies to purchase com- 
ponents from overseas and to locate their factories overseas. Busi- 
ness is definitely taken away from small business in the process. 

It is essential for U.S. offset policy to be directed at foreign coun- 
tries with similar policies already in place — Europe, Japan, Canada 
and Australia — and not at United States companies. 

The above countries have been effective in appl3dng offsets in 
cases where the purchases are made on a government basis. Even 
though U.S. Government purchases from overseas are relatively 
sm£dl by comparison with Europe, we could consider taking the 
first step by requiring offsets on these purchases. The Pentagon 
should consider requiring offsets of European companies. 

Mr. Chairman, the issue Fm about to discuss is controversial. I 
realize how honest differences exist regarding the relaxation of 
antitrust provisions. Having said that, however, I do feel compelled 
to offer the view of small business that I represent. 

The reason for our interest in forming joint ventures for manu- 
facture and production are several. Foremost is the cost of capital. 
Through pooling our resources we can afford state-of-the-art equip- 
ment. We may be able to do many things, but we cannot do all 
things best. If we can form brief alliances to qualify us to bid on 
Government contracts, which we could not qualify to bid alone, 
that allows us to compete with bigger firms and benefits the Gov- 
ernment because we are likely to be able to produce the products 
more cheaply. 

Our industry now appears to be under intense attack from many 
comers of the globe. Molds and dies from Japan and Taiwan, mol<& 
from Canada and Portugal and so on. Because we are such a frag- 
mented industry, dealing in thousands of narrow niches, our com- 
panies are highly vulnerable to targeted attacks. And that is what 
is happening right now. Our companies are being picked off on 
many narrow fronts simultaneously. These are specialized areas 
and it is difficult to get an aggregate picture of the magnitude of 
tibe assault. But it is a fact and it is happening every day. 

I will continue my remarks in any questions you may have. 
Thank you. 

[The complete prepared statement of David Dudon follows:] 
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BXBCDTIVE SmaXkRY 

Mr. Chairaan and UemibTs of tha Ccmittaa: 

Thank you for tha invitation to discuss tha raauthorization and 
anandmant of the Dafanse Production Act of 1950. 

X aa testifying on behalf of the national Tooling and Machining 
Association {HTKA) which represents 3,200 contract tooling and 
machining shops located In 42 states and organized into 54 
local chapters. Our co&paniee sianyfncture tools, dies, molds, 
jigsp fixtures, and precision machined parts as veil as 
specialize in e^cperistental research and development. 

I raprasant tha supplier or subcontractor level in the defense 
industrial base chain. 

S.1379 addresses many concerns regarding the erosion of our 
industrial base affecting our national and economic security. 

Policy changes which would enhance small businesses' ability to 
compete include reducing the high cost of capital in this 
country. Other remedies include a special investment tax 
credit, adoption of a revised depreciation schedule, making 
permanent the R&D tax credit and reduction of the capital 
gains tax rate. 

Trade challenges come from fierce international competition. 
Tha effects of offsets on small business should be carefully 
considered. Offsets imposed by European companies result in 
transfer of technology overseas. We need an American offset 
policy to harness U.S. purchasing clout. The policy should 
say: 

1) We believe in free trade; 

2) Large importers into U.S. bear special responsibility to 
export more from this country; 

3) Ii^>orts into the United States above certain levels should 
be allowed only if the importer achieved an established export 
level. 

Yet another means to help small companies compete relates to 
the broadening of the authorities in Section 125 which provides 
for **sanctioned industry consortia «" This would allow companies 
to join together under appropriate circumstances, to pool 
resourcoB ^nd share risks for the purposes of combining 
production %^ich will in turn lover costs. 

Of ^e many advantages such an arrangement offers, the most 
important is alleviating the capital burdens on small 
owner-operated businesses. Acting alone, many small companies 
find it difficult to upgrade their production facilities but 
allovred to operate jointly, the U.S. can also rei^ the benefits 
that joint ventures now provide to our major trading partners 
West Germany and q^P^n. 
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A final conment must be nade regarding another type of capital 
— human capital. The education systea both public and 
vocational is failing our people. People cone out of school 
and need to be trained in basic oath skills or have had only 
limited exposure to science and computer courses. Small finss 
simply cannot afford the expense of training workers. 

We urge that Congress provide adequate fvinds for training new 
workers and retraining current workers though tuition grants, 
training tax credits, and other support to help the workforce 
gain the skills needed for their future survival in a changing 
technological work environment. 
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INTRODaCTION 

Thank you, Mr. Chairman and good Doming. My naiie is Dave 
Dudon, I an Vice President of Mutual Tool & Die Inc., in Dayton, 
Ohio. I an testifying on behalf of the National Tooling and 
Machining Association. 

Mutual Tool & Die Inc. specializes in designing and building 
tools, dies and special machinery. I employ 88 skilled 

craftspeople. 

NTMA is the rtatiorial representative of 3,200 contract tooling 
and machining shopB located in 42 states and organized into 54 
local federated chapters. Our companies manufacture tools, 
dies, molds, jigs, fixtures, and precision production parts, and 
some firms specialize in esfperimental research and development 
work. 

Most of NTMA's members are small businesses, averaging 23 
employees, yet the industry generates sales in excess of $20 
billion a year. The industry supplies the special tooling for 
such vital industries as aerospace, appliance electronics, 
agricultural implements, environment and nuclear, among others. 

I should also mention that the industry requires a high degree 
of skill. Despite the sophistication of the equipment used in 
the industry, it depends as much as ever on the highly refined 
skills of innovative toolaakers. A toolmaker is trained at 
great expense usually in a 4 year, 8,000 hour apprenticeship 
program. Many of our shops use coi^puter- aided design and 
computer-aided manufacturing in the production of tools and 
parts precise to a few millionthe of an inch. 

I appreciate the opportunity to appear before the Committee 
today in support of s. 1:^79 to reauthorize and amend the Defense 
Production Act of 1950 (DPA) . 

S.1379 addresses many concerns regarding the decline of the 
defense technological industrial base. This trend will continue 
and worsen unless certain policy changes occur before our 
ability to compete is unrecoverable As an ovner of a contract 
tooling and machining shop, i represent the supplier level in 
the industrial base chain. There are four themes I would like 
to discuss, as well as share with you my personal observations 
and experiences insofar as manufacturing is concerned. 

To preserve our national security and refuel our industrial 
base, several changes must occur. Firsts the high cost of 
capital is especially burdensome to small companies^ A broader 
effort to reduce the deficit encourage a higher personal 
savings rate and bring interest rates down will go a long way to 
putting U S business on an equal footing with our major trading 
partners Japan and West Germany. Second, the practice of using 
offsets in foreign military sales should be reconsidered or 
eliminated or the. U.S. should develop an offset policy that 
mirrors the policy of the purchasing country. 

Third, we support the idea of sanctioned industry consortia 
addressed in Section 125. The bill does provide for the pooling 
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of resources for joint manufacturing ventures but not for small 
business. We would like to speak on the advantages of a notifi- 
cation process which I will expand later. 

Last, but exceedingly critical is the education system and the 
need for better training for our workforce. 

Manufacturing technology is growing by leaps and bounds. 
Neither the vehicle for wide disbursement of this technology nor 
the financing mechanisms needed to acquire the technologies are 
in place. Large firms have the necessary capital to keep 
abreast of technology advances, small firms do not According 
to the Office of Technology Assessment (OTA) study entitled 
Making y^ijigs Better. "For many of America's 355^000 small and 
nedium sized miinufacturing firms, exposure to new technologies 
is haphazard, and the effort to keep informed is beyond their 
means.** (p. 23) 

Certain economic incentives and improvements in the U.S. 
investinent environment would make America's financial climate 
more conducive to critical long term investment. 

AREAS NEEDING REMEDIES 

Tax policy is a defacto industrial policy. When Congress 
eliminated both the investment tax credit and the accelerated 
depreciation provisions it stifled investment in productive 
equipment The 101 I TO represented a small manufacturer's down 
payment on a new machine Without it, the employer has to 
finance the equipment out of retained earnings in an industry 
where profits may average 1 to 2% of sales. This is unrealis- 
tic. 

Computer controls and automation continue to be enhanced, making 
the average life of computer controlled eguipment 3 years rather 
than the tninimum 7 year depreciation under current law. The law 
forces manufacturers to keep and use out-of-date eguipment. 

To remain competitive, our members inust invest in sophisticated 
new equipment, usually computer controlled, that can satisfy 
exacting performance standards and ensure cost-effective opera- 
tions. This type of equipment is enormously expensive -- say 
$250,000 for one machine That may be relatively insignificant 
for General Motors or IBM, but it s an enormous burden and 
expense for our small owner-operators > Without the most modern 
equipment, our shops will not remain competitive in terms of 
quality, precision, price or cycle time. These machines often 
have a surprisingly short useful life because they are frequent- 
ly made competitively obsolete by newer ^ more productive equip- 
ment which is continually being developed < 

The average investment in equipment has gone from less than 
$100,000 ten years ago to $2*2 million on the average today. 
Most small U.S manufacturers try to stay competitive by taking 
advantage of preferential terms and rates offered by foreign 
machine tool manufacturers This is not a preferred method but 
one that is driven by a lack of realistic and viable alterna- 
tives. Domestic banking houses reguire substantial collateral 
on assets which can be liquidated rather than providing finance 
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capital on equlpaent productivity* This practice greatly 
restricts th& ability of the small manufacturer to get the loans 
he needs to operate his business successfully. To overcome this 
proble:)Q, ve feel that loan guarantees should be backeci by the 
government, or, if not. Congress should allow flexible manufac- 
turing networks to negotiate on behalf of the companies in- 
volved. Such action Is necessary to encourage start-up and 
expansion or even to allow it to happen. 

According to the OTA study, **. . . Japanese loan and loan 
guarantee programs to small firms are at least 20 times greater 
than those of the United States, and the level of subsidy in 
Japan is more substantial." (P. 26) 

Another option suggested in the OTA study states: 

"Congress might consider several options to encourage firms 
to invest more in advanced technology and in training 
support required in the service and to use technology veil. 
One option is the equipment bond leasing program that would 
make new production equipment available to manufacturers on 
below market terms." (P. 26 OTA). 

To deal with these problems, we urge enactment of: 

e A special investment tax credit to assist small businesses 
that lack a significant capital base in obtaining expensive 
high technology and computer-controlled equipment; 

• Adoption of a revised deprec Ration schedule for computer-con- 
trolled machinery to aGcurately reflect the short life cycle 
of this equipment, which is much shorter than the seven years 
now allowed; 

e Reduction of the capital gains tax raHe to encourage capital 
formation and investment to stimulate job creation. Again, 
this idea is endorsed by the OTA study, which suggests that 
an incentive for longer term Investment would be to "adjust 
the capital gains tax rate to favor long -term gains and 
penalize short-term asset turnover." (p. 21) 

Much of what our firms do is both basic and applied research and 
developments Indeed, many of our firms are almost entirely 
engaged in R&D activities We urge that the tax code be mod- 
ified to have the R&D credit shaped more clearly to apply to the 
activities of industries like ours that are involved in custom- 
ized production to avoid the anomaly that one of the most 
R&D-intensive American industries finds it difficult to benefit 
fully from the tax code's R&D incentives 

America's major problem has traditionally been with the commer- 
cialisation of R&D commercializing work we have so success- 
fully done in applied research. Again and again we have seen 
other countries take the results of our research and use it in 
practice to beat our own industries. This country has to quit 
wasting $30 billion per year on basic research* Small business- 
es need help with something called "problem-based research." A 
solution we have recommended is the technical extension agent 
modeled after agriculture extension agents. These persons would 
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be resource experts and coordinators to assure the U.S. learns 

to coinaercialize ita R&u before other count rles use our basic 
research to compete with us Virtually everything our industry 
does is applied R£D — the kind of practical sophistication that 
needs to be encouraged in American business. Steps must be 
taken to ensure that the tax lav is targeted to encourage and 
support this vital activity. 

TIIADE MATTERS 

An additional set of challenges comes from international compe- 
tition. While there has always been some foreign coi^etition in 
several sectors, over the past few years there has been a 
significant increase in both direct and indirect foreign corape' 
tit ion- we have seen the competitive environment change rapidly 
and substantially because of three major factors: 

• The movement off-shore of major U.S. manufacturing facilities 
with the corresponding purchase off-shore of the supporting 
tools, dies, and molds; 

e The development of increasingly high-level technical exper- 
tise and skills by foreign firms (largely as a result of past 
U.S. policies to strengthen these foreign economies); and, 

e The favorable economics of foreign firms based on such 

factors as government subsidies, lover cost of capital, lover 
employee wage and benefit costs, fever mandated costs imposed 
by government regulation and the development of flexible 
netvorks . 

At this point I vould like to recount to you some of my ovn 
experience vith foreign competition. During the past several 
years. Mutual Tool & Die has lost business to Japan, Mexico, 
Canada, and Turkey. A tooling and machining shop is a service 
industry. We built and developed a special machine recently for 
an automotive firm. The order was for 20 machines. Hundreds of 
man-hours vent into building this machine — all of our cost was 
up front, it is with the second buy that any profit is made. We 
shipped the machines to the automotive plant in Mexico. The 
company came out for a second quote, but we were not selected. 
The machine is nov being produced in Mexico. What I'm saying 
is, they had the machine in front of them and vere able to copy 
it. 

In another instance, we again developed a series of dies for an 
aircraft engine. The first go around to complete this project 
was very expensive. We designed and built the dies and shipped 
them overseas to Turkey. We vere actively giving avay our 
technology This technology was absorbed and when we quoted 
another series, we lost. 

The most onerous incident occurred vith Japan. We vere provid- 
ing stainless steel manifolds for a firm in Texas. We vere very 
pleased with the order as each piece vas valued at $500 and at 
100 parts we ran it tvice. We made the delivery and vere 
hopeful for a second buy. We bid again and lost. I researched 
the matter because I couldn't believe anyone could beat our 
price. The buyer indicated they had chosen a Japanese firm. I 
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was incredulous. I asked him how they could make delivery on 
time. The buyer indicated ve lost to a Japanese firm with a 
machine shop on a ship outside U.S. territorial waters off the 
coast of Houston! 

These are just a few of many examples I could offer you and my 
experience is not unique. Kany other shops are experiencing 
similar problems with parts going offshore (literally) . This 
leads me into a discussion of offset policy. 

OFFSET POLICIES 

Hany Europeans believe that the post-World War II economic order 
has changed fundamentally to favor them. They see a world in 
which economic and even political power is being shared on a 
trilateral basis among the United States, Japan and Europe* 

This attitude lies behind the fierce coiapetition from Europe 
that American small businesses face. It is an attitude that 
gives rise to massive European subsidies for business and to 
restrictive^ quasi ^protectionist policies of Europe including 
their infamous offset policies. 

Europe may expand the request for offset or trade reciprocity 
required of u.s. companies seeking to sell into the European 
market. In other words, the large offsets imposed by the 
European countries for military sales may be imposed on smaller 
sales, gradually affecting more and more U.S. companies, includ- 
ing members of our own Association 

A brief statement is needed about this issue because offset is a 
troubling index of the forces we now face as a country for doing 
business In Europe. Every country in Europe has an offset 
policy yet America does not have such a policy. 

The practice of demanding offset or mandated reciprocity from 
U.S, companies began with the General Dynamics F-16 sale to a 
consortium of NATO countries in 1975 and with the Swiss purchase 
of Northrop s F-5 in the same year, offset in the first case 
for the F-16 included mainly a co-production agreement, where a 
certain percentage of the planes had to be constructed in Europe 
(the Netherlands) as part of General Dynamics' s price for making 
the sale. Northrop had to commit to eacport a value of products 
from Switzerland equivalent to 30% of the $4 00 million contract. 
The U S companies had little choice but to comply with the 
European offset request or lose the sale. This type of policy 
has now spread to certain other sectors outside the area of 
defense, such as telecommunications and to countries in Europe 
such as Spain which had no offset policy before 1980. 

Other notable examples of offset included Raytheon's sale of the 
Patriot missile to West Germany in 1934 and Boeing's sale of the 
Airborne Warning and Control System (AWAGS to Great Britain and 
France. {Japan was similarly successful in extracting offset 
agreements frona U.S. companies such as in the recent FSX case 
where technology transfer and co-production agreements were 
necessary in order to win the sale.) 
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In my view, U.S. cootpanies have tried very hard to raeet these 
offset requests and should be let alone by the U.S. govemnent 
to make their best offer; having some sale in this country is 
better than no sale at all. 

However, U.S. companies should not be at the complete raercy of 
foreign governiaents set on extracting every ounce of economic 
advantage out of sale, as if the goal of every European country, 
or Japan, is to be certain that all or most of the product is 
produced in the purchasing country and all or nost of the key 
technology to sake the product is transferred out of the United 
States as well. 

THE EFFECT OF OFFSET ON SMALL BUSIHESfi 

Why is offset a problem for small business in this country? 
Prime contractors understandably seek help from their sub -con- 
tractors in coning up with ways to comply with a European offset 
request. Sub-contractors have risen to the occasion by trans- 
ferring technology overseas or by purchasing components from 
overseas, all in order to help the prime contractor win the 
sale. 

Considerable pressure is often put on the smaller company to 
transfer technology or to purchase components from overseas. 
These actions by smaller companies are often in their best 
interest* However, let me be very clear. The pressure generat- 
ed by offset on U S. companies, whether large or small, to 
purchase components from foreign countries and to manufacture in 
foreign factories is definitely not good for the U.S. trade 
deficit. 

Offset puts enormous pressure on the largest U.S. companies to 
purchase components from overseas and to locate their factories 
overseas. Some business is definitely taken away from small 
business in the process. True some new sales may go to the 
smaller U.S. company as sub-contractors but the pressures of 
each transaction are all in the opposite direction, to direct 
the flow of purchasing out of the United States. 

We need an American offset policy to harness U.S. purchasing 
clout t 

It is essential for U.S. offset policy to be directed at foreign 
countries with similar policies already in place (Europe, Japan, 
Canada and Australia), and not at U.S. companies struggling 
mightily to win export sales. In this treacherous offset 
environment, the U.S. companies must always be free to make 
their best deal. 

The above countries have been most effective in applying offset 
in ca^ses where the purchases are made on a government basis. 
Even though U,S government purchases from overseas are rela- 
tively small by comparison with Europe, we could consider taking 
the first step by requiring offset on these purchases. The 
Pentagon should consider reguiring offset of European companies 
seeking to gain entry to that lucrative market. 
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A U.S. OFFSET POUCY SHOULD SAY; 

1) Yes, we believe in free trade. 

.2) Rather than applying Bore trade barriers with additional 
tariffs and quotas, we believe that large importers into the 
United States bear a special responsibility to export more from 
this country. 

3) Isports into the United States above certain levels would be 
allowed only if the importer achieved an established export 
level. (Mnriy Third World countries now insist that a sale into 
a cauntry be balanced exactly with an export. European 
countries appear to say the same thing irtien their offset per- 
centage rises to 100%.) 

TOE IWD PSTRIAL BASt 

While our meitbers subscribe to free and open competition, these 
factors have placed unrealistic capital burdens on small owner- 
operated bueinesse^. 

While these factors effect domestic economics, the balance of 
trade which includes technology, has not been favorable to the 
U.S. and we feel these factors have combined to cause an erosion 
of the U.S. industrial base We believe further that our nation 
needs to ^'wake^up" and realize that we can no longer "gear up" 
rapidly to meet emergencies as we did in World War II, and that 
we can no longer afford the financial burden of mobilization as 
we have in the past. In addition, we must realize that we are 
now, in some areas, technologically dependent on other nations 
to provide parts and components to keep some of our major 
weapons systems operable. 

In June of 1988 the retiring Army Chief of Staff noted that 
munitions, spare parts, and systems would last only three months 
in a war scenario, and that it would take nine months for 
defense production to catch up. 

As far back as 1980 the report of the House Armed Services 
Defense Industrial Base Panel noted that the small contractor 
and subcontractor base was the weakest link in the industrial 
base. At the same time, the withdrawal of European short and 
interned late range nuclear missiles and ongoing nuclear reduc- 
tion negotiations make the conventional defense industrial base 
all the more important to our national security. 

Recent history shows that cuts in the defense budget are invari- 
ably felt most severely in the area of readiness Major systems 
will continue in development, while existing systems will lack 
the spare parts with which to function. The sm^ill firms which 
are nimble and can respond the most quickly in times of national 
emergency will wither The larger and less nimble prime 
contractors who are becoming even more dependent on small 
suppliers, will survive. 

If there is a national emergency, there may not be enough of the 
former to support a mobilization. In the private sector these 
small firms have already suffered along with their U.S. custom- 
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ers in the autoraotive, computer, electronics, appliance and 
other iraport-irapacted sectors. 

We believe that the U.S. Defense Industrial Base must be capable 
of providing necessary manufactured goods for the defense Of our 
country during a war. We support legislation vhlch would 
require the President^ to th« inaximuin extent practicable, to 
limit Bourcing to U,S. providers of parts and components, unless 
the President determines that domestic firms cannot meet antici- 
pated surge production needs for at least six months. 

The Pentagon should take a looK at the U.S. industrial base 
before making procurement decisions. We believe the evidence of 
past neglect in that regard is so evident that there can be no 
reasonable argument against such a mandate. 

MEMORANDA OF UHDE RSTANDINGS 

At this point it seems appropriate to discuss briefly another 
topic which is related and one in which ve feel has an impact on 
our industry and that topic is the Memorandum of Understanding, 
or MOU. As this distinguished panel is very much aware MOUs 
are in existence with the NATO countries, Sweden, Switzerland, 
Australia, Israel and Egypt In effect, the MOU provides a 
waiver to the Buy American Act. Stated another way, from 
another perspective, it broadens competition Our concern with 
this broadening of competition is that it includes those foreign 
companies who can move easily into the international arena of 
competition because the subsidy they receive from their respec- 
tive governuients greatly reduces the risk factor from competi- 
tion. 

MOUs are supposed to be based upon national and not economic 
considerations however, our concern is that this distinction 
blurs as more and more contracts are lost to foreign firms. If 
these losses repeatedly occur, there is great fear that the 
technology will be lost as well as jobs and expertise If such 
a pattern is allowed to go unchecked ^ we will soon find our- 
selves where our weapons systems may depend not only upon 
foreign produced items, but foreign technology as well. 

If this is the case with MOUs, we not only have an erosion of 
the defense industrial base, but a serious question of national 
security. When one considers the combined effect of MOUs and 
the offset policies, small business indeed suffers a "double 
whanny** in its efforts to penetrate barriers to competition. 

It is interesting to speculate what kind of cooperation and 
support we could expect from our allies if they controlled 
essential parts needed for our weapons systems — parts which we 
no longer had. having given up the capability through loss of 
contracts because of offsets or MOUs Only three years ago our 
allies would not even allow us to use their air space in a 
strike against an international terrorist in Libya. Where will 
they be if the going gets tough? If their immediate self-inter- 
est is not served, it is not difficult to guess the answer. 

MOUs are required to be negotiated on a basis of security not 
economy, yet their existence is invariably defended by an 
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econoBic justification. Representing over 3,200 snail companies 
who are generally 2nd and 3rd tier subcontractors to large 
busineea, we are the first to suffer loss of bueiness when the 
Buy American Act is waived under a HOU. From our point of view, 
I submit that MOUs are not economically advantageous nor do 
they result in favorable national security. If economic condl- 
tions are veaKened here which results in the loss of subcon~ 
tracts, the loss of the expertise and technology will soon 
follow, our industry suffers, the industrial base is diluted 
and we are all the weaker. 

EUROPEAN COMMUNITY '92 

Some of our members have been successful in the European market 
because of their ability to compete, when the dollar was strong, 
with know-how and technical superiority. However, most of our 
meabere don t even try because they find the market too compli- 
cated, the standards too numerous and up-front costs too high. 

The development of the European Conununlty '92, offers a tremen- 
dous opportunity- It represents a single market with over 300 
million consumers » thereby larger than the U S market. It 
theoretically could offer easier and more free-wheeling competi- 
tion because of products being designed to world standards as 
opposed to twelve individual country standards By eliminating 
individual country tariffs and border regulations and controls, 
it could make uniform marketing throughout the market possible. 

In preparation for 1992, European governments are allowing 
rationalization of companies to occur. One only has to look to 
the example of the German Forging Industry where with govern- 
ment encouragement J Krup, Klockner and Theissen have been 
allowed to form a single new company without the concern for 
anti-trust that hampers American industry. The crankshaft 
industry Is also undergoing mergers in anticipation of becoming 
world-class competitive with government assistance. 

Small U.S. manufacturing companies are at a severe competitive 
disadvantage because they are not allowed to join together 
domestically in consortiums, except under the imperfect form of 
an eicport trading coaipany. We have formed an export trading 
company for our industry^ 

The European Community bureaucracy is currently funding the 
development of uniform standards for the European Community 
market Standards could be a substantial competitive disadvan^ 
tage. If the International standards Organization (ISO) » which 
is headquartered in Europe, decides to amend its standards to 
conform to new European Community standards rather than the 
European Community agreeing to present world standards, American 
companies could suffer tremendous competitive disadvantage. 
Small companies would once again not compete. 
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RECQMHEWDATIOWg 

1) U.S. should develop an offset policy that is the airror isage 
of the country involved; 

2) U.S. must further restrict use of MOUs in order to prevent 
transfer of 3cnav-hov and technology for critical defense parts, 
software and related technology; 

3) DoD should be required to assess the coapetitive inpact of 
any NOU agreement prior to signing and report sane to Congress; 

4) Recognizing that considerable defense technology )cnow-how is 
resident in small companies. Congress should provide tax incen- 
tives to allow these companies to compete and stay viable in the 
international market through the Buy American Act; 

5) With countries in which the United States presently has NOUs, 
and with countries with which the United States may negotiate 
NOUs, our government should use its influence to prevent that 
country from imposing offsets against the U.S. manufacturing 
industry. 

SAMCTIOWED INDUST RY CONSORTIA 

NTHA supports Section 125 of Title VII which provides for 
"sanctioned industry consortia." This type of arrangement can 
help alleviate the unrealistic capital burdens on our small, 
owner-operated businesses. 

Our industry now appears to be vuider intense attack from many 
comers of the globe — molds and dies from Japan and Taiwan, 
molds from Canada and Portugal, and so on. Because we are are 
such a fragmented industry, dealing in thousands of narrow 
niches, our companies are highly vulnerable to targeted attacks. 
And that is what is happening right now. Our companies are 
being picked off on many narrow fronts simultaneously. These 
are specialised areas and it is difficult to get an aggregate 
picture Qf the pagnitude of the assault. But it is a fact and 
it is happening every day And because our members are each so 
small they have little to fall back on if their major area of 
expertise and client base is undermined in such a manner. 

What can be done to help this situation? What can be accom- 
plished within the industry to preserve and enhance the skills, 
technology base innovation ^ and the competitive position of 
this industry? We feel that Section 125 is a good start. We 
feel that the successful application of consortia in small U.S. 
manufacturing companies is a way to stop the erosion of this 
vital industrial base. To do nothing is tantamount to being 
part of the problem. 

The concept of sanctioned industry consortia is not brand new, 
nor is it uniquely American. But it is a concept that has 
proven to be successful and is growing There has been some 
limited American experience with the concept during the last 10 
years or so, but the most convincing demonstration of its 
workability is the example in northern Italy and the other parts 
of Europe. According to Mr. Robert E. Friedman, President of 

- 10 - 



Digitized by 



Google 



289 



th« Corporation for Entfirprise Dev«loiMMnt, th« Eailla-RoMagiia 
region of Italy, vith a little under 4 ail lion inhabitants, bas 
shown an Increase in aanufacturlng oiaployment in the last 15 
yeare (20,000 employees were added to key induistries including 
matalvorking and machining) . Wage ratee went up to 175 percent 
above the Italiari average and the region moved from 17th in per 
capita income in 1970 to 2nd in 1985 The region contains 
325 000 small conpanies which includes 90 000 small manafactur- 
ing firms this equates to one company per every 5 active 
nesdjere of labor force. Ninety percent of the 9 0,000 manufac- 
turing companies had less than 22 employeeE. Thirty-nine 
percent of the total workforce is self-employed. Most of the 
small highly specialized fims use advanced, computerized 
equipment with highly skilled workers to produce high quality 
parts and components which in turn are exported to countries all 
over Europe, the United States and the Far East. 

Metalworking in this particular region of Italy is a great 
success story but it is not an isolated one Other nanufactur- 
ing networks have, in turn, sprung up in other regions in Italy 
and are doing very well. Manufacturing networks have now spread 
into Germany, Sweden^ and Denpark. The conclusion is that this 
is not simply a temporary phenomenon or a flash in the pan. 
Each network has grown and prospered in each area (areas which 
are dissimilar in their political and social institutions 
which lends credence to the fact that their success is more in 
keeping with the demands of an ever growing global economy 
rather than the particular situations which gave rise to each. 
We need to realize that small manufacturers both here and abroad 
are entering a new age of international business and competi- 
tion. 

Thus, it is easily seen that from the perspective of snail 
laanufacturers, consortia offer enormous possibilities which 
address significant competitive problems faced by snail U.S. 
manufacturing businesses - 

STREHGTHE NIMG ANTITRUST PRQTECTIOKS 

S 1379 amends Section 135 to provide antitrust protections for 
sanctioned industry consortia. This amendment would allow firms 
to pool resources to purchase raw materials, collect and share 
information on production costs, marketing, manufacturing and 
distribution capacities for purposes of ;jointly manufacturing 
products thereby preserving America's competitiveness and 
encouraging entrance into export markets. At present, small 
U.S. manufacturing firms are at a severe competitive disadvan^ 
tage because they are not allowed to join together domestically 
in consortiums. eKcept under the imperfect form of an export 
trading company (which we have formed for our membership) . 
Section 125 of S 1379 as written would allow U^S. firms to 
obtain certification providing protections from antitrust laws. 
While this provision is a step in the right direct ion , NTHA 
proposes an amendment to Section 125 of S,1379, NTMA proposes 
that this section be amended to include a simplified process for 
small business i.e. a notification process so that small 
companies may nore readily participate In the sanctioned indus- 
try consortia irtiich will permit firms to pool resources and 
receive antitrust protections authorized under the bill. 
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Cuzx«ntly, Section 125 proposes a certification prooesa for all 
companies ^o wish to join in a consortia in order to receive 
the limited antitrust protections specified. Applicants would 
need to go through a lengthy^ and likely costly, process before 
receiving a certificate frop the Attorney General and the 
Chairman of the Federal Trade Coianission (FTC) , including a 
90-day notice in the Federal Register. 

Small companies such as the tooling and Dachining shops %rhich 
comprise the membership of NTKA, operate on a contract-to-con- 
tract basis with short production runs and quick turn^around 
titteSi Ours is a custonized service industry and a rapid 
response to a buyer is essential, with submission of quotes 
normally expected within 30 days, i*e. competition i& highly 
sensitive. Cashflow for a small company fluctuates on a daily 
basis and there is limited excess capital* The present certifi- 
cation process could require substantial time and resources^ and 
probably the retention of special counsel* Consequently, the 
certification process is a real deterrent to participation by 
many small businesses. 

A notification process for small companies whose aggregate 
number of employees is 500 or less (the SBA small business size 
standard applicable to most types of manufacturing, including 
metal fabrication) , would more readily permit small businesses 
to benefit from antitrust protection should they wish to join 
together t usually in a one-time grouping to target a single 
opportunity or to meet a specific one-time need- It Is envi- 
sioned that small businesses would provide notification to the 
Department of Justice and the FTC of their intent to enter into 
a sanctioned industry consortia and the consortia would be 
authorized to proceed unless notified to the contrary within 10 
working days. 

These types of joint ventures are used extensively by our major 
trading partners such as West Germany, Japan, Sweden and Italy. 
This concept is of critical importance to small U S. firms and 
Senator Oixon should be complimented on his recognition of the 
trend in the last decade toward downsizing of manufacturing 
facilities. Small firms in high technology fields are greatly 
restricted by the high cost of capital in their efforts to set 
up automated flexible manufacturing systenis which this amendment 
addresses. Acting alone, small companies find it difficult to 
upgrade their production facilities, but allowed to operate 
jointly, the U*5. can also reap the benefits of these alliances. 
HTKA strongly supports passage of this amendment. 

ntJSSSSSSR 

The final investment needed is investment in people. Our 
ability to succeed hinges on our human resources and the train- 
ing of our workforce. 

The tooling and machining industry needs competent technicians 
with basic knowledge of terms and processes in tooling end 
machining. The industry requires workers who have mastered- 
basic educational skills in math, science, communication and 
computers. The industry is suffering from a shortage of skilled 
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vor)c«rs. We have looked to the vocational education system in 
this country to provide prepared students. The vocational 
education systea has failed us. Small finss cannot always 
afford the expense of training workers themselves. There needs 
to be vast improvements in the public and vocational education 
systems . 

In my own experience, I have lost work because I couldn't find 
skilled workers. A large aircraft coiapany was expanding produc- 
tion of one if its planes and needed tooling. We von the 
program. This was a major program, we had the itachine capacity 
but could not fill the skilled positions. All stjnuner ve ran the 
prograifl lacking 20-25 people. The aircraft conpany called again 
to offer Us another project which I couldn't accept because I 
didn t have the manpower, I should have 2 shifts running. I 
could add 50 people to my force and run a second shift. I can't 
because the people with the skills aren't there. I'm losing 
business. 

Improvements are needed in our public and vocational education 
systems. The OTA study corroborates this: 

"Not only is our general public education inadequate, our 
vocational education system falls far short of the stan- 
dards set by other countries It certainly does not match 
the apprenticeship training taken by more than half the 
young people of West Germany." 

The problem here is that the nation's labor force in the coming 
decade has already been through the education system and been 
failed by it. All ve can do now to recoup these dangerous 
losses in manpower Is to devise programs to educate those in the 
workforce now. The OTA study makes 3 suggestions for an immedi- 
ate approach to this problem 

"One is to offer federal guaranteed student loans to 
employed people taking classes part-time; another is to let 
employers and employees deduct the costs of training and 
education (th^ present law already allows this, subject to 
some limitations) . Another possibility is to tailor 
military training programs, which are already extensive, to 
fit more closely the skills required of workers in civilian 
jobs." 

The Congress appears to be focusing on increased programs to 
retrain workers who lose their jobs through foreign competition. 
That, of course, is critical. 

But why wait until workers lose their jobs? In our industry, we 
see many highly trained and skilled craftsmen who lack the new 
expertise, particularly with computers, that will be needed in 
the years ahead. If these workers don't gain such skills, many 
will lose their jobs in the next few years. 

We urge that Congress provide adequate funds for retraining 
current workers through tuition grants, training tax credits, 
and other support to gain the skills needed for their future 
survival in a changing technological work environment. 
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We also believe that there has been a built-in bias against 
snail business in existing manpower progress . This is largely 
because of the abiliry of large corporations with a staff of 
human resource professionals to participate more actively in 
these programs to meet their regular on-going n^eds for large 
numbers of new employees. We have neither full-time human 
resource professionals nor ongoing hiring demands for each 
company. But our industry needs new talent — serious, motivat- 
ed people with solid technical skills who can survive the 
traditional four year apprenticeship needed to master otir basic 
skills, and benefit thereafter from the excellent compensation 
available for our master craftsmen. 

All major manpower programs, such as the JTPA, should contain a 
requirement that special attention be given to the needs of 
technology driven small businesses.' That would help us satisfy 
our critical need for new talent. Moreover, a special emphasis 
is needed for training for high skills occupations or retraining 
for high skill innovations. The current trends must be stopped. 

In summary, reducing the cost of capital, establishing a policy 
on offsets, broadening the authorities for consortia, and 
training our workforce will all help to strengthen not only our 
defense but our commercial industrial base. That concludes my 
prepared statement and I would be happy to answer any questions 
you may have. Thank you. 
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The Chairman. I appreciate that. Have you testified before? 

Mr. DuDON. No. 

The Chairman. I know this is a little different line of work than 
when you are out there running a shop in Dayton and doing it suc- 
cessfully for nearly three decades. I know it's a little change of 
scene to come in here and testify before a committee, but we appre- 
ciate your doing it and cc»ning and representing the national asso- 
ciation. So we apinreciate what you said to us today, and I think it's 
important testimony. 

Or. %aw, we very much ai^nreciate what you're doing and we 
are locking mcreasingly to the (Mfice of Tedmcdegy Assessment to 
really help us structure and formulate nationsd economk steategy 
here and technology stratei^. So we are very interested in what 
you have to say to us today. 

STATEMENT OF ALAN SHAW, INTERNATIONAL SECURITY AND 
COMMERCE PROGRAM PROJECT DIRECTOR, DEFENSE TECH- 
NOLOGY BASE ASSESSMENT PROJECT, OFFICE OF TECHNOLO- 
GY ASSESSMENT 

Mr. Shaw. Thank you, Mr. Chairman, and thank you for the op- 
portunity to testify on OTA's work on defense industry and tech- 
nology. 

My remarks today are based on two published reports, one called 
''The Defense Technology Base: Introduction and Overview" and 
the other one called "Holding the Edge: Maintaining the Defense 
Technology Base." I will update this with some of what we have 
learned along the way since these reports were released. 

With your permission, I would ask that, along with the state- 
ment that I will summarize verbally here, that the summary of 
''Holding the Edge" be entered into the record. 

The Chakbian. We will make it part of the record. 

Mr. Shaw. Thank you. I would also point out that I was asked 
last week to testify here in place of Walt Laberge, who was the 
Chairman of our Advisory Panel on that project. I understand he 
has had some personal problems and couldn't be here today, but he 
has prepared a statement which he would like to have entered into 
the record. 

The Chakbian. We will make that a part of the record as well. 
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Foreword 



Tbchnological superiority has been a cornerstone of United States security and industry 
since World War 11. Hiat cornerstone is not crumbling, but over the past decade it has 
weathered significantly. Foreign companies have made deep inroads into high-technology 
markets that had been more or less the exclusive domain of U.S. industry. In addition to 
causing economic problems, this has fostered dependence on foreign sources for defense 
equipment at a time when the technology in defense systems comes increasingly from the 
civilian sector. At the same time, the Department of Defense reports that Soviet defense 
technology is catching up with ours, and sophisticated Western military equipment is routinely 
sold to third world nations. 

These trends — and others — have prompted the Senate Conunittee on Armed Services to 
ask what needs to be done to maintain die base of high technology on which U.S. national 
security depends. This report, the second of OTA*s assessment "Maintaining the Defense 
Tbchnology Base," looks into that question in some depth. An earlier report. The Defense 
Technology Base: Introduction and Overview (OTA-ISC-374, March 1988), provided a broad 
view of the defense technology base and the concerns regarding its health. 

This report develops some of Uie ideas introduced in the first report. It examines the 
management of DoD technology base programs and laboratories. It also analyzes tiie process 
tiirough which technology is introduced into defense systems, in order to understand why it 
takes so long and what might be done to speed the process up. Finally, this report examines 
the exploitation of civilian commercial sector technology for defense needs. It concentrates 
on the dual questions of expediting military access to civilian technology and keeping the 
necessary base of technology alive and well in the United Sutes. Volume 2 of this report 
contains extensive appendices and will be published in the summer of 1989. 

The help and cooperation of the Army, Navy, Air Force, the Office of the Secretary of 
Defense, the Department of Energy, NASA, and the National Institute of Standards and 
Ibchnology are gratefully acknowledged. 
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NOTE: OTA appreciates and is grateful for the valuable assistance and thoughtful critiques provided by the advisory panel members. 
The panel does not, however, necessarily approve, iiiapptmc, or endorse this report OTA assumes full responsibtHty for the 
repon and the accuracy of its cooiems. 
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^On assignment from the Dcpanmcni of Defense. 
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INTRODUCTION 

Not long ago, the United States was the 
undisputed technological leader of the world. 
U.S. military equipment was meaningfully and 
undeniably more sophisticated than that of the 
Soviet Union, and our allies sought American 
technology for their own defense efforts. 
American companies developed and sold high- 
technology products to a world that could not 
produce them competitively. Defense-related 
developments led American technology and 
often **spun-ofr* into the civilian sector, creat- 
ing products and whole industries. This rein- 
forced a U.S. defense posture based on using 
technological superiority to offset whatever 
advantages the Soviet Union and other potential 
adversaries might have. 

As we approach the 21st century, much has 
changed. The model of U.S. technology leading 
the world, with defense technology leading the 
United States, still retains some validity. But it 
is a diminishingly accurate image of reality. 
Soviet defense technology increasingly approaches 
our own, and sophisticated weapons appear in 
the hands of thind world nations not long after 
their introduction into Western and Soviet 
arsenals. At the same time, the U.S. military has 
been plagued with complex systems that do not 
work as expected, work only after expensive 
fixes, or simply do not work. Most are high- 
priced and take a long time to develop. Increas- 
ingly, leading edge technology comes from an 
intemationalizBd, civilian-oriented economy, which 
puts a premium on exploiting technology as well 
as developing it. 

As a result, the Nation faces a complex set of 
interrelated problems that bear on its ability to 
continue to develop and manufacture in suffi- 
cient quantity the technologically advanced 
materiel on which we base our national security 
posture. There are specific concerns about: 



1) the continued ability of the Department of 
Defense (DoD) and its contractors to develop 
the technologies it needs; 2) the ability of DoD 
and the defense industries to turn these tech- 
nologies into useful, affordable products in a 
timely fashion; and 3) the abili^ of DoD to 
exploit the technology that is being developed 
worldwide in the private civil sector. 

Concern over the availability of the latest 
technology for defense applications, and the 
ability of U.S. industry to engineer and produce 
equipment based on that technology rapidly and . 
affordably, led the Senate Armed Services 
Committee to request that OTA undertake an 
assessment of the defense technology base. This 
is a summaiy of the second report of that 
assessment The previous report. The Defense 
Technology Base: Introduction and Overview,^ 
described what the defense technology base is 
and presented the m^jor problems f^ing the 
Nation. This report looks in depth into some of 
the issues raised in the previous report It 
identifies strengths and weaknesses of the U.S. 
defense technology base and analyzes options 
for enhancing the strengths and remedying the 
weaknesses. 

This summaiy is divided into five sections. 
The fu^t section is an introduction to the topic. 
The second section outlines options for Con- 
gress. The third addresses the strategic manage- 
ment of DoD technology base programs. It 
examines the system by which the goals of the 
technology base programs are identified as well 
as the methods used to allocate resources in 
order to reach those goals. The emphasis there 
is on the role played by the Office of the 
Secretary of Defense (OSD) in guiding and 
coordinating the efforts of the Army, Navy, Air 
Force, and other DoD elements. The third 
section also addresses the management of the 
laboratories run by the three Services. The 



>U.S. Congren. Office of Ibdnology Ab— new. The Dtfeiue Technology Base: Imodmctiom ami Overview-A Special Report. OTA-ISC-374 
(WaAin^afi. IX?: U.S. Govemncnt Priming Offioe. Mvch I98M). 
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fourth section analyzes delays in getting tech- 
nology into the field. The final section is 
concerned with "dual use" technology, i.e-. 
technology used in both the civilian and defense 
sectors. 

A large part of the technology that ultimately 
winds up in weapons and other defense systems 
is either developed or directly sponsored by 
DoD. This is particularly true of technology that 
is altogether new, makes a major difference in 
the performance of defense equipment, and is of 
little interest to commercial industry. How DoD 
runs its technology base programs is therefore of 
major importance. In recent years DoD has 
spent roughly $9 billion per year on its technol- 
ogy base programs: research (budget category 
6.1), exploratory development (6.2), and ad- 
vanced technology demonstration (6.3A). 
Roughly 40 percent of this is spent by the three 
Service departments (Army, Navy, and Air 
Force). Another 14 percent is controlled by the 
Defense Advanced Research Projects Agency 
(DARPA, formerly ARPA). Another 39 percent 
finances the Strategic Defense Initiative Organi- 
zation (SDIO).^ Although all of SDIO*s funds 
are allocated in the 6.3A budget category, 
according to SDIO only about 15 to 20 percent 
is actually spent on technology base activities. 

The three Services run their technology base 
programs and their R&D institutions differ- 
ently.^ Some of this is the result of recent 
planning, while much of it results from organ- 
izational * 'cultures** developed over many years. 
The Army's effort emphasizes decentralization. 
The Army runs some relatively small research 
laboratories which focus on selected topics, 
while larger research, development, and en- 
gineering centers are closely tied to '* buying 



commands."^ The Navy stresses in-house re- 
search and development both in the Naval 
Research Laboratory, a broad-based corporate 
lab that serves and underpins the Navy*s entire 
technology effort, and in fiill-spectnim research 
and development (R&D) centers that nurture 
ideas from basic research through pre- 
production stages. These centers have tradi- 
tional ties to the equipment needs of various 
functional parts of the operational Navy, but are 
not formally tied to specific buying commands. 
The Air Force, which contracts out more of its 
R&D effort than either of the other Services, 
centralizes its efforts within the Air Force 
Systems Command. Its technology base pro- 
grams are seen as a link between buying 
commands (the divisions of Systems Com- 
mand) and the defense industry. The basic 
theme is to buy technology and make sure it gets 
to industry. The Air Force has recently adopted 
the position that technology base programs 
should be a "corporate investment** funded at 
some fixed fraction of the budget. The Air Force 
puts a greater emphasis on R&D-related career 
paths than do the other Services. 

With such diversity (including that added by 
DARPA, the other defense agencies and SDIO), 
if the program is to have overall planning and 
coordination — and not everyone agrees that it 
should — leadership almost has to come from the 
Office of the Secretary of Defense. 

Actual R&D is performed primarily by 
industry, universities, and the laboratories run 
by the Services.^ In most cases laboratory is a 
misnomer, although a convenient shorthand. 
These latter institutions, as a group, perform 
technology base work in addition to advanced 
and even full-scale development. They also 



KMaer derenae agencies accouni for approxinutely 7 perccni of DoD technology t»K prognun funding. (See footnote 1 . p. 19 of this repon.) 
'All three, however, orient their programs heavily toward current product areas. hkMUraditional ideas do not fit well into the system. 
*A buying command is one of a number of organizations within the Armed Services responsible for developing and buying milhary o 



'Work ii abo done by other govcmncnt laborMories (e.g.. the Departmcm of Energy national W» and NASA W») and various private proTit-nukiiig 
and non-profit organizations. 
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provide other functions to DoD. Their efforts are 
generally divided among performing in-house 
work, contracting out work (and monitoring 
contractors* efforts), and providing technical 
advice to program managers and buying com- 
mands (a function often referred to as being 
**smart buyers**). It is very difficult to describe 
a typical DoD lab because they differ in size, in 
the mix of these functions^ and in a number of 
other basic elements. However, what they all 
have in common is that they are owned and run 
by the government, staffed by government 
employees, and subject to a large number of 
laws and regulations. There has been a continu- 
ing and, in recent years, rising concem that they 
are inefficient, ineffective, self-serving and 
duplicative of industry work, and increasingly 
hampered in doing their jobs by the conditions 
of being part of the government. 

DoD has some important unique characteris- 
tics, but it is not the only large organization that 
relies heavily on new technology nor the only 
establishment that runs R&D programs and 
facilities. Large corporations and the govern- 
ments of other nations do the same. Their 
specific goals may not be the same: DoD buys 
defense equipment to meet a threat, corporations 
seek to develop and market products in a 
competitive market, and other nations seek to 
enhance their economic positions as welt as their 
security. But all share the general goal of 
marshalling technology assets to achieve some 
purpose. To some extent, these other entities 
provide some of the background against which 
DoD must plan and execute its programs (cer- 
tainly the evolution of the threat is another). But 
they also provide potential models of manage- 
ment techniques that might be useful to DoD in 
solving its management problems. 

The technology base programs and laborato- 
ries produce technology, but that technology is 
of no use unless it makes its way into fielded 
systems that the militaiy can use. There is great 
concem that it simply takes too long to get new 
technotogy into the field. Systems take upwards 



of 10 years to develop and produce, and when 
they finally become operational, they often 
embody technology that is viewed as obsolete, 
either because better technology exists in the 
labs or in industry, or because consumers can 
purchase better technology at their neighbor- 
hood stores. In the previous report, OTA found 
that delays are not a technology base problem: 
they occur after the technology is developed. 
However, delays are a major obstacle to keeping 
our technological lead in fielded equipment 

While a majority of the most visible technol- 
ogy in defense systems comes from DoD and 
companies that contract with it, a significant part 
comes from the **nondefense** sector. Mundane 
technology — like bolts — has often come from 
industries that sell to both military and civilian 
customers. And at the subcomponent level, 
much also comes fixHn the civilian side. Increas- 
ingly, these * 'dual-use industries** are sources 
of advanced technology, sources from which 
DoD should be able to draw (and in some cases 
must draw, because the technology is ahead of 
what the defense world is building). Increas- 
ingly, leading-edge technology is developed in 
the civilian sector and then finds its way into 
defense applications. But government rules that 
make doing business with the government 
different from selling in the commercial sector 
create significant barriers to companies moving 
into government work. Some of these compa- 
nies are heavily involved in defense work, while 
others now do little or no business in the defense 
sector. Moreover, dual-use industries are be- 
coming increasingly internationalized, raising 
issues of the competitiveness of U.S. firms in the 
world market and dependence on foreign suppli- 
ers in defense procurement 

DoD has become less able to drive the 
direction of technology. While some areas are 
pursued primarily for defense applications, oth- 
ers are molded by the consumer market Large 
commercial markets generate enormous amounts 
of capital that ftlel research and development. 
That R&D is primarily directed toward applica- 



Digitized by 



Google 



304 



4 • Holding the Edge: Maituaining the Defense Technology Base 



dons and products with large potential commer- 
cial payoffs. The relatively small amount of 
business represented by sales for defense appli- 
cations is in many cases not significant enough 
to swing the direction of development There are 
still many important areas of development that 
are primarily, or exclusively, defense-oriented. 
But the pattern of technology originating in the 
defense sector and ** spinning off* into the 
commercial sector is being replaced by parallel 
development and, to use the Japanese term, 
* *spin on** of commercial technology to military 
applications. Faced with this situation, DoD can 
buy cutting-edge technology developed in the 
civilian sector, or it can spend large amounts of 
money to keep a comparable leading edge 
resident in-house or with defense contractors. 

As a consequence, DoD finds itself (or its 
contractors) having to buy from companies that 
do not need its business. Large aerospace 
companies have to play by DoD*s rules: defense 
is their only business, or at least an over- 
whelming component of their business. But 
small, leading-edge technology companies can 
make much more money in the private sector 
without the trouble of playing by government 
rules. They can opt out of doing defense work. 

This assessment examines dual-use indus- 
tries through the mechanism of case studies, 
concentrating on three industries: advanced 
composites, fiber optics, and software. These 
present different perspectives. The advanced 
composites industry is heavily involved in 
defense business, but U.S. companies may see 
their commercial base erode as international 
competition heats up. Moreover, many of the 
major companies are international or integrated 
with foreign fums. U.S. fiber optics producers 
now sell very little for defense applications. But 
DoD has important uses for their products. 
Government buying practices form major barri- 
ers to these companies doing business in the 
defense market, and they are beginning to face 
stiff competition in the civilian market from 
foreign competitors. Fmally, the software indus- 



try is one that straddles both worlds, and moves 
very rapidly. Software is at the heart of most 
new defense systems, particularly conmiand, 
control, communications, and battle management 
systems. 

All of these topics have been the subject of 
numerous studies, which have produced con- 
flicting conclusions. This report pulls together 
much of that work, along widi original research 
and analysis. Moreover, while DoD management 
and industrialArade issues have been the subject 
of legislation and proposed legislation, the 
problems are not yet solved. The next section 
discusses the major issues before Congress. 

OPTIONS FOR CONGRESS 

The U.S. defense effort rests on a strong, 
broad, dynamic base of research and develop- 
ment. Government and private institutions, and 
civil and military establishments all contribute. 
But this defense technology base is also character- 
ized by: 

■ a heavy burden of government rules, regu- 
lations, safeguards, and procedures that 
stifle the ability of DoD to develop and 
exploit technology; 

• the lack of an effective system for high- 
level plarming and coordination; and 

• the lack of a clear government policy and 
coherent strategy for dealing effectively 
with dynamic trends in the intemational 
high-technology economy. 

To those who have followed defense industry, 
technology, and procurement, none of this will 
come as a surprise. These problems — and more — 
have been noted and studied for at least three 
decades. But despite repeated attempts to fix it, 
the system has remained resistant to major 
improvements. Indeed, the major problems have 
continued to worsen, although probably more 
slowly than if no measures had been taken. 

The U.S. is not faced with a defense 
technology base that is in deep crisis. The 
Services and other defense activities fund a great 
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diversity of research and development, run a 
large number of laboratories that do credible — 
and often outstanding — work, and successfully 
exploit that technology and technology devel- 
oped elsewhere. But the process has a number of 
serious shortcomings that may be amenable to 
significant improvement. Moreover, important 
recent trends threaten to intensify these short- 
comings and magnify their importance. U.S. 
leadership in high-technology industries that are 
vital to defense is eroding in the face of strong 
international competition. Budget restrictions 
predicted both by Congress and by the Adminis- 
tration will reduce funding for technology base 
activities at a time when the costs of research 
and development are increasing. And DoD*s 
ability to compete successfully for key technical 
and managerial personnel is declining. 

On top of all this, a heavy burden of rules and 
regulations impedes the development and ex- 
ploitation of technology and the successful 
transition of developments into fielded systems. 
The accumulated actions of past Congresses are 
a major contributor to the difficulties. Laws 
passed for a variety of good reasons, taken 
together, bog the system down. Lack of clear 
policy on the part of both Congress and the 
executive branch impedes the solving of impor- 
tant problems. 

Virtually all the easy solutions have been 
tried. It is unlikely that any fruitful but painless 
approaches remain. Congress and the executive 
branch will have to face some hard choices. 
These include altering institutional arrange- 
ments that — despite their deficiencies — have 
become comfortable, and sacrificing existing 
goals in order to achieve mote efficient develop- 
ment and exploitation of technology. 

Based on the analysis in this report, OTA has 
identified seven basic issues that profoundly 
affect the welfare of the defense technology 
base. These are not specific action items, but 
rather broad agenda items that warrant con- 
gressional attention. For each of these there are 
many different choices as to what individual 



policy directions to take, and within those, a 
myriad of measures (and choices among meas- 
ures) for implementation. Implementation is 
clearly important, for without any sense of how 
to implement a policy, it remains simply an 
abstraction. There are options that can be 
implemented only through legislation, because 
today the law forbids them or provides no way 
to make them happen. And there are options that 
can be implemented without changing the law — 
through executive action or changes in DoD's 
internal regulations. Congress can have a hand 
in effecting these sorts of changes by making its 
wishes known or by using its considerable 
powers of persuasion. 

ISSUE 1: Rcformiiig the Defense Acquisition 
System 

The defense acquisition system is a major 
contributor to the long delays in getting new 
technology into the field and erects formidable 
barriers to exploiting technology developed in 
the civilian sector. While Congress did not 
intend the system to be slow, cumbersome, and 
inefficient, laws passed to foster goals other than 
efficient procurement have made it so. 

The system has weathered many attempts at 
reform because its problems are rooted in 
several basic causes. It is dictated in part by our 
basic system of government which demands 
checks and balances on the expenditures of large 
amounts of public funds, provides for a tug and 
pull between the interests of the executive 
branch and those of Congress, and permits both 
branches to reevaluate programs yearly in light 
of changing factors and interests. But much of 
the problem can be traced to laws that Congress 
has enacted to curb abuses and to foster goals 
other than efficient procurement of defense 
equipment Laws and regulations have been 
added to ensure: 

• civilian control over military procurement, 

• Administration control over Service activi- 
ties. 
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• congressional control, 

• protection of congressional constituent in- 
terests, 

• environmental protection, 

• fairness, 

• competition, 

• accountability, 

• honesty, 

• controllable business practices, 

• minority interests, 

• small business interests, 

• protection against conflicts of interest, and 

• prevention of large profits at taxpayer 
expense. 

These many ends often conflict with each 
other and with the objective of quick and 
efficient procurement, which leads to com- 
promises that can satisfy few. if any, com- 
pletely. Thus, the consequences of achieving 
these other objectives have included high costs, 
long procurement times, inefficient production, 
and restricted access to technology. 

To promote these and other goals, the 
government has developed business practices 
and criteria that differ markedly from those of 
the civilian market Buyer and seller have an 
adversary relationship; accountability is 
stressed over efficiency and price; and the 
government insists on visibility into how its 
contractors conduct their business. Government 
imposes restrictions on profits, trade secrets, 
and accounting procedures that are at variance 
with typical commercial practices. This discour- 
ages many innovative companies from seeking 
defense business. 

History provides little hope that a few clever, 
relatively painless moves will be sufficient to 
make the system significantly more efficient 
while satisfying other goals. If Congress is 
serious about making the system work better, 
it will have to face some hard choices. One 
choice is to give efficient procurement greater 
emphasis over other goals. This would most 
likely mean that the system would become less 



fair, less competitive, less accountable, less 
responsive to minority and small business inter- 
ests, etc. Another option would be for Congress 
to give up some of the power it has over major 
defense programs, or to curtail sharply some of 
the many centers of power within the executive 
branch. This would not necessarily make any 
particular program run better — two layers of 
management could be just as ineffective as 
20 — but it would remove major impediments. 
Instituting multi-year budgeting, which could 
also make programs run more quickly and 
smoothly, would likewise require both Congress 
and the executive branch to give up some power. 
Finally, Congress could loosen up the rules 
under which DoD conducts business, allowing 
business practices to move closer to those of the 
private sector. But inherent differences between 
government and private operations will always 
remain. For example, the government is ac- 
countable for the expenditure of public fimds 
and is very sensitive to allegations of misuse. 
Where a business would be willing to absorb 
some pilfering if it were exceeded by the cost of 
prevention, the government is usually willing to 
spend whatever is necessary to prevent fraud. 

Few such moves would come for free. For 
example, relaxing accountability rules could 
make it easier for companies to cheat the 
government It may well be that, weighing all 
these factors together. Congress will decide that 
the current balance among all these interests is 
proper, and that inefficient defense procurement 
is an acceptable cost While concerns for effi- 
cient procurement will push in the direction of 
loosening up the system, a need to respond to a 
recent history of procurement scandals, failed 
programs, and high-cost low-quality equipment 
will likely push in tfie opposite direction. 

ISSUE 2: Independent Research and 
Development (IR&D) Recovery 

Current law permits companies having con- 
tracts with DoD to bill to the government, as a 
cost of doing business, part of the cost of their 
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internally generated R&D program. Industry 
generally believes that current rates of recovery 
are inadequate. Some think recovery rates are 
too high. DoD cannot seem to present a coherent 
position. IR&D recovery is not treated in this 
assessment, but it is very likely to be on the 
congressional agenda. Interested readers are 
referred to OTA's previous report The Defense 
Technology Base: Introduction and Overview,^ 

ISSUE 3: Reforming the DoD Laboratory 
System 

As a whole, the DoD laboratory system 
perfonns its function of supporting defense 
procurement. As a group, laboratory managers 
are capable and experienced and provide much 
of the corporate memory for technology base 
activities. But the system is vast, complicated, 
and uneven in performance. The structure of the 
system as a whole — the number, types, sizes, 
orientations, and institutional connections of the 
labs — may be restricting their utility and effec- 
tiveness. Moreover, the management system 
under which these government owned and 
operated facilities are run is rendering it increas- 
ingly difficult for them to function effectively. 
A long list of rules impedes their daily opera- 
tions and makes them increasingly unable to 
compete for highly qualified scientists and 
engineers. In genersil. Congress can choose to: 

• reform the system itself, 

• order DoD to reform it according to congres- 
sional guidelines, or 

• leave the job to DoD. 

Whatever course Congress chooses, it is un- 
likely that the correct approach will be either 
simple or obvious. 

There are three basic approaches to reform- 
ing lab management The least disruptive would 
be to alter, within the current civil service 
system, the rules under which they operate. This 
could include: 



• extending the principal features of the 
NOSC/China Lake personnel experiment 
to other labs, 

• permitting the labs expedited procurement 
procedures for scientific equipment and 
services, and 

• providing multi-year funding. 

Alternatively, Congress could decide that 
R&D is inherently different from other govern- 
ment activities, and that the labs should be 
allowed to operate differently from the rest of 
DoD. This might include permitting salaries for 
scientists and engineers to rise above current 
civil service ceilings and allowing the labs to 
build and modernize facilities by going outside 
the military construction process. The most 
radical approach would be to convert some or all 
of these facilities to government-owned, contractor- 
operated (GOCO) facilities, like the Energy 
I>epartment National Laboratories. Conversion 
to GOCO could solve some of these problems, 
but would be no panacea. 

Congress should also seriously consider 
altering the overall structure of the laboratory 
system. This could include closing some labs, 
consolidating others, shifting the internal make- 
up and missions of some, and creating new ones. 
Corporate research labs, like the Naval Research 
Laboratory, might be established for alt the 
Services; or the in-house capabilities of many 
labs could be greatly improved. In the process, 
the system should get simpler, not more compli- 
cated. Greater integration of DoD labs with 
other government labs — reform of the overall 
government lab system — might also be consid- 
ered. This could include forming research cen- 
ters to spearhead major thrusts into areas of 
particular significance for both defense and 
commercial needs. These would be drastic steps 
requiring careful, detailed study and assessment 
of the individual labs before implementation. If 
done correctly, they could lead to greatly 
improved benefits from DoD R&D expendi- 



•Rdeaaed M«ch 1988. report No. OTA-lSC-374. AvailMe from tx U.S. Govenuneni Priming Office. Wasliii«ion. DC. 
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tures. If done carelessly, they could be counter- 
productive. At the heart of the process would be 
devising a system for evaluating the perform- 
ance of the laboratories and their component 
parts. This ought to include die quality of work 
as well as its relevance to both identified Service 
needs and potential future advances. 

Restructuring the lab system may be a 
necessary response to budget pressures that 
reduce funds available to run them. Significant 
reductions could be accommodated by reducing 
all efforts proportionately, but this would reduce 
good work as well as bad. Other approaches are 
closing the least productive and useful labs or 
effecting a more extreme restructuring of the 
entire system to maximize performance and 
utility at a lower overall level of effort. 

ISSUE 4: Refonning Strategic Planning of 
Research and Development Programs 

Unlike many governments and large corpora- 
tions, the Department of Defense does not have 
a central headquarters-level system for planning 
and coordinating its technology base programs. 
Planning is carried out by the Services, the 
defense agencies, and SDIO; coordination among 
similar projects is done at the laboratory level. 
This lack of central focus is repeated both higher 
up the chain — at the overall national level — and 
within the individual Services.^ This is not 
necessarily bad. If centralization stifles un- 
planned innovation and healthy competition, 
fails to support Service needs, or results in 
decisionmaking by the uninformed, then it is 
counterproductive. However, lack of overall 
planning can lead to wasteful duplication of 
efforts, lack of critical mass to solve common 
problems, fractionated efforts, and inattention to 
areas that are on no component organization's 
agenda. It also risks failing to identify areas of 
common or overarching significance. If there is 
to be strategic planning and central coordina- 
tion, it will have to be done by the Office of the 



Secretary of Defense (OSD). Congress should 
decide whether — as many DoD studies have 
advocated — OSD ought to be given greater 
power (or encouraged to exercise the power the 
law already gives it) to plan, coordinate, and 
oversee technology base programs; or whedier 
Service dominance should be supported and 
reinforced. More forcefully. Congress could 
order OSD to develop a strategic planning 
process to lead to a coordinated, department- 
wide technology base investment strategy. 

As currently organized, OSD oversees Serv- 
ice technology base programs at one organiza- 
tional level, DARPA at a second, and SDIO only 
at the highest level. This inhibits real coordina- 
tion. Moreover, it leads to the lack of a 
high-level advocate within OSD exclusively for 
technology base programs, lowering the status 
of technology base programs within both DoD 
and Congress. 

Strategic planning and program coordination 
are different from central management The 
former refers to a strategic OSD planning 
function providing the ability to orchestrate the 
entire program. OSD could perform this plan- 
ning role from a broad perspective over alt the 
technology base activities that the individual 
Services do not have, but it would lack the 
detailed information and insight into the work- 
ings of specific programs necessary to manage 
them effectively. Planning and coordinating 
programs and then letting the extensive Service 
R&D organizations manage them is different 
from aggregating similar programs and manag- 
ing them from OSD. 

Congress could also define more clearly what 
its own role is. It seems unlikely that Congress 
can provide direction to the thousands of indi- 
vidual projects. Congress could actively involve 
itself in the strategic planning process or confine 
its activities to demanding that OSD produce 
and defend a strategic R&D plan. 



niie Services seem to exerctac moic influence over ihcir componems than OSD does over the Services. 
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ISSUE 5: ReTonniiig Government Personnel 
Practices 

Recruiting and retaining qualified scientists 
and engineers is a major problem for DoD 
laboratories. In the current sellers* market, 
government salaries and benefits for technically 
trained personnel are not generally competitive 
with either industry or universities. Many DoD 
labs have given up trying to recruit the best and 
the brightest Loosening up the rigid civil 
service salary structure is a principal component 
of ideas to reform lab management, and being 
able to pay competitively — above civil service 
ceilings — is a major incentive for converting 
labs to GOCO status. Federal pay raises, if they 
are enacted and applied in any significant way to 
scientists and engineers, could substantially 
help the situation; alternatively, CoQgress could 
consider a separate pay scale for scientists and 
engineers moie in line with industry and acade- 
mia. This niay not be a permanent problem, 
since the nuulcet for scientists and engineers 
tends to be cyclic. But until such time as it turns 
around, defense technology base efforts are 
being hurt by a system that cannot adjust to the 
maikeL It is also possible that this time the 
nuiiket will not turn around, that the current 
expansion in high-technology industry — 
coupled with demographic trends — ^will keep 
the supply short for a long time to come. 
Congress may also want to consider efforts to 
increase the number of students in technical 
disciplines. Defense efforts are particularly hard 
hit by shortages because they mostly require 
U.S. citizens and can take little advantage of die 
large number of foreign graduate students in 
U.S. universities.^ 

Some observers see similar problems in 
attracting good managers of acquisition and 
technology base programs. People with the 
requisite skills and knowledge can command 



greater salaries in industry, and are reluctant to 
work for DoD. * 'Revolving door'* rules are also 
a disincentive to government service. Congress 
may wish to consider reviewing salary levels. It 
may also be worthwhile for Congress to gain 
deeper insights into the inhibitory effects of 
other employment restrictions and reconsider 
them in this light 

ISSUE 6: Fostering Greater Coordination 
Between Defense and Civil Research and 
Development 

National defense benefits from a vibrant 
civilian technology base. Civilian research pro- 
vides another large source of technology that 
finds its way into defense systems, and effective 
civilian R&D underpins a strong economy that 
provides greater revenues for defense efforts. 
The ability of the military to achieve and 
maintain leading-edge technology will, in many 
cases, depend on the health of corresponding 
civilian industries. In a very general sense, 
economic security is a major component of 
national security; the ability of the United States 
to compete economically is intertwined with its 
ability to compete militarily. 

The U.S. defense and civil sectors are not 
isolated from each other, but they are far from 
closely coupled. Two relatively separate sectors 
have evolved — one military and the other com- 
mercial. The diffusion of civilian technology 
into defense systems is hampered, as is the 
availability for commercial purposes of technol- 
ogy developed in the military sector. Some of 
this is unavoidable: security often demands that 
some technology be kept under wraps. But much 
is the result of government business rules that 
erect barriers to commercial companies selling 
to DoD and of a weak, high-level technology 
policy apparatus. 



^nK qneflNM or poiaitiai aiwrifaib in ihe fiiiav Mpply of Kkmtstt nd cngi 
EdHcmug Sck$aistt omI Eagbieen Craie Schooi » Gmi School. OTA-SEr-377 (Wuhii^m. DC: U.S. GovcromcM PriMii« Office. June 1988); 
■Mi \}S. Oomres. Office of -ftdnoloty Asseamem. Hifiker EdncaHoH for Scientists mi Eiigiiieer^-BackgroiMd Paper, 0TA-BP*SEr-S2 
(yf mMnpm. DC: U.S. Govenanem Piintii« Office. Mwdi 1989). 
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Other industrialized nations — particularly in 
Western Europe and Japan — construct their 
technology efforts with a greater emphasis on 
economic development over military develop- 
ment than does the United States. They are 
increasingly demanding that military technol- 
ogy support commercial development whenever 
possible. In Japan, almost all technology is 
developed for commercial purposes, and some 
of it is then exploited for military uses. What is 
appropriate for these other nations is not neces- 
sarily good for the United States, since neither 
Japan nor any Western European nation aspires 
to be a superpower. However, diese are the 
nations with which the United States is compet- 
ing economically. We may be able to benefit 
from making both military and civilian R&D do 
double duty. 

There are several things Congress could do 
to foster greater symbiosis of civil and military 
technology. Steps could be taken to expand the 
availability for commercial exploitation of the 
vast amount of R&D done in DoD laboratories 
and under contract to DoD. lying the Defense 
laboratories more closely to those of other 
agencies — for example by fostering exchanges 
of personnel or forming major research centers 
/or dual-use technology — could benefit both 
military and civilian devielopments. Both the 
development of technology and its transition 
into engineering could be helped by movement 
of technical personnel between government and 
industry. 

The acquisition system could be reformed to 
make it easier for DoD to do business with 
innovative companies in the commercial high- 
technology industries. Government regulations 
on profits, data rights, and accounting proce- 
dures all discourage these companies from 
seeking defense business. 

Congress may fmd it worthwhile to recon- 
sider current mechanisms for setting technology 
policies at the highest levels of government. In 
particular, it may wish to provide for a high- 



level organization that would oversee and coor- 
dinate major government-sponsored R&D pro- 
grams. 

ISSUE 7: Dealing With Internatioiial Treads 
in High-Technology Industry 

The United States is failing to maintain a 
competitive commercial base for some tech- 
nologies that are important for defense procure- 
ment Long standing industrial and trade poli- 
cies may have to be reformed if the United States 
is to maintain the industrial capacity necessary 
to support essential dual-use technologies. 

Both Congress and DoD have been con- 
cerned about the movement of high-technology 
industries offshore. This has spawned several 
responses, including attempts to legislate that 
DoD buy almost exclusively from domestic 
suppliers. This approach would probably mini- 
mize foreign content in U.S. defense systems, 
but it attacks the symptom rather than the cause. 
It would have litde effect on the ability of U.S. 
companies to compete effectively in the interna- 
tional marketplace — a key to having healthy, 
leading-edge companies here for DoD to buy 
from. 

Having dual-use companies in the United 
States and available to DoD requires that they be 
sufficiently competitive on the world market to 
stay in business. Defense business alone is not 
usually big enough to keep them afloat. And 
creating captive companies that exist only on 
assured DoD business will almost certainly 
guarantee that technology falls behind the state 
of the art Furthermore, cutting ourselves off 
from foreign technology will mean depriving 
our defense efforts of important technology that 
is not available here but possibly is available to 
the Soviets on the open market 

The United States will have to deal with two 
fundamental phenomena. First, high technology 
is a worldwide enterprise. The United States no 
longer has a monopoly on it >ye can change our 
position relative to the rest of the worid, but it is 
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extremely unlikely that we will regain the 
dominant position the United States once en- 
joyed. Second, individual companies and entire 
industries are becoming internationalized. It is 
becoming increasingly difficult (if not impossi- 
ble) to define what an American company is. 
Plants in the United States are owned by foreign 
nationals or foreign-based corporations. And 
U.S. companies open plants in other nations. 
Moreover, international partnerships lead to 
foreign interests in U.S. ventures and partial 
U.S. ownership of foreign factories. Protecting 
U.S. interests and ensuring U.S. sources of 
supply are dierefore not simple matters. This is 
complicated by the measures that other nations 
take to protect their companies and their home 
nuukets. 

The United States has yet to begin to 
formulate a policy to deal, with this situation, 
both with regard to defense procurement and as 
it relates to the future of the U.S. economy as a 
whole. Congress will be faced with decisions on 
how dependent on foreign sources DoD can be, 
which high-technology industries must be kept 
viable in the United States, how to maintain 
those industries, and how to protect U.S. defense 
needs as companies become internationalized. 
CoQgress will have to formulate policy with 
regard to foreign ownership of U.S. plants and 
foreign siting of U.S.-owned facilities — or en- 
courage the Administration to do so. 

The solution is almost certain to be found 
among the choices that lie between die two 
extremes of buying defense components only 
from U.S.-based and owned suppliers, and 
buying solely on the basis of getting the best 
deal. The former is likely to be incompatible 
with staying on the leading edge of technology, 
and the latter may well reduce the U.S. base of 
technology and manufacturing to a level that is 
insufficient in time of crisis if not in peacetime. 
These intermediate choices include buying from: 

• U.S.-based foreign-owned companies. 



• U.S.-owned companies regardless of loca- 
tion, and 

• nearby sources (i.e., Canada or Mexico) 
regardless of ownership. 

In formulating policy, the Nation will have to 
decide how important foreign ownership is and 
to what degree domestic siting of development 
and manufacture is necessary. That policy will 
have to take into account factors such as: 
international patterns of trade, manufacturing, 
and corporate ownership; the costs and opportu- 
nities of maintaining domestic capabilities; 
existing relations with other nations; and the 
effects of policy choices on foreign relations. It 
is one thing to be interdependent with an allied 
nation, and quite another, as the oil shocks of the 
1 970s demonstrated, to be dependent on just any 
nation. Every nation ultimately presents a differ- 
ent case, but the spectrum ranges from Canada — 
which is adjacent, a NATO ally, and defined as 
part of the North American industrial base — 
through our European NATO partners, Japan, 
other European trading partners, and ultimately 
to nations with which our ties are very uncertain. 

The intricacies of fonnulating policy are 
illustrated by the problems of trade in defense 
equipment with our NATO allies. The United 
States is pursuing multinational cooperation and 
integration of defense-related development pro- 
grams through vehicles such as the Nunn 
Amendment, both for political-military reasons 
and to promote sales for U.S. defense fums. But 
these actions will also lead to greater competi- 
tion from European defense companies in the 
United States and abroad. Access to European 
technology will be offset by the diffusion of 
U.S. technology. 

Policy decisions regarding foreign dependence 
for defense needs fall into the jurisdictions of 
DoD and the Armed Services Committees. But 
the broader issue of how the United States 
should deal with die international economk; 
situation in order to achieve these and other 
goals will involve a much more diverse caft of 
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players. Congress will have to decide both how 
it will approach the problem in a manageable 
way, and what restructuring might be necessary 
^wMiin the executive branch. 

MANAGEMENT OF PROGRAMS 
AND FACILITIES 

The system used by the Department of 
Defense to run its technology base programs is 
dominated by two major characteristics that are 
practically unique among large technology- 
based organizations. First, the system is inher- 
ently decentralized, with planning and manage- 
ment dominated by a bottom-up approach. 
Second, it relies heavily (although not exclu- 
sively) on a large,^iverse group of government 
owned and operated laboratories devoted to 
defense research. 

Planning of technology base programs is 
done primarily by the Army, Navy, Air Force, 
DARPA and the other defense agencies, and 
SDiO.' The Office of the Secretary of Defense 
primarily serves as a monitor and data collector, 
deferring to these component organizations on 
matters of program direction. OSD collects 
budget requests and passes them to Congress; 
after the funding is approved, the component 
organizations run their own programs. Within 
OSD there is a hierarchy of oversight that 
inhibits rational integration of programs: the 
Services report at one level, DARPA reports one 
level up, and SDIO reports only to the Secretary 
of Defense. While not unique in running its 
programs this way, DoD follows a minority 
path. Most organizations exert much more 
top-down coordination and control over plan- 
ning and management of technology programs. 

The labs owned and run by DoD have two 
general shortcomings. First, most are not strictly 
laboratories and lack the multidisciplinary pool 



of talent necessary to be effective in developing 
a broad range of modem technology. Although 
they interact, they are generally independent of 
each other. Developing technology is not the 
only (or even the primary) mission of most of 
these labs, but access to that capability underlies 
the ability to perform other missions. Second, 
the government-owned, government-operated 
(GOGO) management arrangement has created 
many problems that impair the ability of the labs 
to function effectively. Other organizations 
structure their lab systems and lab management 
differently. 

Worldwide, there are three major trends in 
the planning, management, and perfomumoe of 
technology development* top-down planning; 
centralized management; and coUaboration. More- 
over, among the governments of other industri- 
alized nations there is a movement away from 
concentration on defense research and toward 
emphasizing civilian research that can be ex- 
ploited for both economic and defense gains, as 
well as a movement away from government 
ownership of laboratories. 

Department of Defense 
Dechndogy Base Programs 

The Department of Defense does not have a 
centralized system for strategic planning of 
technology base programs. It has a federated 
system in which the central authority — the 
Office of the Under Secretary of Defense for 
Acquisition — plays an advisory and coordina- 
tion role, but either lacks or fails to exercise the 
power to make major decisions. Those decisions 
are made by the component organizations — the 
Services, DARPA, and SDIO. The planning* 
process is both top-down and bottom-up, but it 
is cleariy dominated by the bottom-up approach: 
most real decisions are made within the compo- 



1n fiKil year 1989 the three Services together will spend 40.2% of the technology bise funding (6. 1 plus 6.2 plus 6.3A). SDK) will spend 39.3«; 
DARPA will get 13.8%; and the remaining 6.7% will be spent by the other defense agencies— 4he Defense Nuclear Agency, the Defense Coamunicaiian 
Agency, the Defense Mapping Agency, the Defense bitelligence Agency, the Defense Logistics Agency, and the National Secirity Agency. Among the 
agencies. DARPA occupies a special place because of itt tale as a source of R&D to ccmplenient Service programs. EfTortt of the odicr ageactei lead 
to be more specialized. 
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nent organizations. OSD provides general guid- 
ance and reviews Service programs, but does not 
exercise any strong role in molding them. 
Attempts by OSD to mold programs (usually to 
keep to budget ceilings) are often viewed by the 
Services as uninformed, capricious, and arbi- 
trary. This arrangement generally results in 
OSD not being able to guide or coordinate the 
technology base programs. However. OSD has 
in the past provided leadership for some special 
cross-Service programs, such as VHSIC, MMIC, 
SEI. and STARS.'® 

This system is not necessarily bad, but it 
seems to be inefTective in producing a coherent 
technology base program. Those who believe 
OSD ought to provide strong leadership find the 
current system disappointing. To those who 
believe that OSD ought not to be controlling 
technology planning, it is the proper approach, 
even if OSD occasionally weighs in too heavily 
and disrupts programs. They believe that the 
users of technology — the Services — ought to 
plan and control its development, that giving too 
much power to OSD risks losing Service 
support for technology base programs, and that 
the Services are better able than OSD staff to 
preserve technology base funding. 

Central planning and central management are 
two separate but related issues. Without top- 
down planning a program lacks, as DoD's 
currently does, a broad consistency of purpose 
and coordination to ensure that important areas 
are not left unaddressed, and that healthy 
competition among competing developments 
does not become wasteful duplication. Central 
management can help ensure that the results of 
central planning are carried out, but it can also 
result in control of programs by those least able 
to understand them. 



Organizationally, the problems arise from 
two sources. First, OSD lacks either the ability 
or the will to exercise power over the Services. 
And second, there is no one individual or office 
that serves as a focal point and coordination 
center for the technology base programs of all 
the component organizations. This results in 
diffusing the power to plan and coordinate, and 
precludes establishing a high-level advocate for 
technology base programs who is free of com- 
peting interests. The Goldwater-Nichols reor- 
ganization changed the players and their titles, 
but did not correct these basic problems. 

Within OSD, all technology base programs 
with the exception ofSDI are the responsibility 
of the Undersecretary of Defense for Acquisi- 
tion. This is shown schematically in figure 1. 
But the technology base is only one small part 
of what he is responsible for — he also oversees 
the rest of research, development, test, and 
evaluation (RDT&E) as well as all of procure- 
ment. DARPA reports directly to the Director of 
Defense Research and Engineering (DDR&E) 
for oversight, but oversight for the Army, Navy, 
and Air Force programs rests one level farther 
down the chain with the Deputy DDR&E for 
Research and Advanced Technology. The 
DDDR&E(R&AT) is the highest ranking offi- 
cial with responsibility only for technology base 
programs, but he only has responsibility for less 
than half the technology base. Thus, the Service 
programs are coordinated at the DDDR&E(R&AT) 
level, but they are coordinated with DARPA*s 
program one level higher up the chain, and 
balanced with SDI only at the highest level. This 
produces a hierarchy of influence among diese 
component organizations and a mismatch that 
makes it difficult to balance their demands *' 
Moreover, no one with the power to oversee the 
entire technology base program can be an 
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advocate for it unencumbered by other, possibly 
conflicting, responsibilities. 

Overall goals for technology base programs 
are supposed to be specified in the annual 
Defense Guidance document But in reality, the 
Defense Guidance devotes little space to the 
technology base, providing only very general 
guidance that can be used to justify just about 
anything the Services, DARPA, and SDIO want 
to do. The result is that these component 
organizations plan more or less independently, 
based on internally generated criteria, and link 
their plans to the general language of the 
Defense Guidance. The OSD review of Service 



plans is predominantly a data-gathering exercise 
with little real power exerted from OSD. And 
real coordination is hampered because DARPA 
and SDIO programs (which together account for 
over half of the funding) are considered only at 
higher levels. Thus the Services and agencies 
dominate the planning process. ^^ 

it is not the case that the Services do not talk 
to each other or to DARPA or SDIO. There is 
considerable coordination among projects hav- 
ing similar technical foci, but this occurs at the 
project level and not at the overall program 
level. There is much technical interchange but 
little programmatic coordination. OSD could 



I'lbp level planning is typically not da 
been couduciiog high level studies of their 
Force had been planning some of its 



within the Services cither; ideas come up from lower levels. However, in 
une technology needs: Air Force Forecast 11; Navy 21 ; and Suaiegic ~ 
base program around the results of Forecast II. 



recent years the Services have 
for ific Army. The Air 



Digitized by 



Google 



816 



Summary • 15 



exert strong influence at this level through its 
technology reviews, but it only conducts a few 
such reviews each year. 

Because no single individual or office has 
responsibility for all technology base activi- 
ties and only for the technology base, it is 
difficult to have a strong and consistent 
advocate for technology base both within the 
DoD bureaucracy and in relations with Con- 
gress and the Office of Management and 
Budget (OMB). (This problem is mirrored 
within the Services with similar results.) Never- 
theless, OSD personnel spend a large part of 
their time defending technology base programs 
or answering congressional mail, leaving little 
time available to evaluate technology base 
programs. It is not surprising, therefore, that 
OSD and the Services do not have a systematic 
DoD-wide approach to evaluating technology 
base activities. Evaluating last year's programs 
is a key to planning next year's. If OSD 
personnel do not have the time to evaluate last 
year's programs, they lack a solid basis on 
which to judge Service plans for next year. 

The structure of the bureaucracy is not the 
only contributor. The relationships among insti- 
tutions within DoD also play a major role. The 
Services and DARPA have traditionally had the 
upper hand with OSD. SDIO was designed to be 
able to proceed without interference from OSD 
or the Services. Typically, this sort of "pecking 
order" will persist in the absence of positive 
actions to change it. 

Personnel is another factor. Although OTA 
has encountered OSD staff who are competent, 
dedicated, and overworked, there is a consensus 
among experts that, like the labs, OSD suffers 
from restrictions that limit its ability to get and 
keep the best people. While experts are divided 
as to how to solve the problem, most agree that 
paying more and decreasing career restrictions 



would help. Some believe that the problems 
would be best solved by vesting power in a 
professional staff with long tenure, removing h 
from the hands of political appointees and other 
*' short timers." Others think that only a con- 
stant infusion of '*new blood" will help: 
rearranging the system so that very capable 
managers could take such jobs for a fixed term 
(e.g., 4 years) and then return to industry. 

Department of Defense Laboratories 

Reports on the shortcomings of DoD labora- 
tories go back at least 30 years. The mind- 
numbing array of specific issues that these 
earlier reports have raised can be captured by 
two fundamental r-<:stions: 

• Does the DoD have the type and quality of 
laboratories it needs? 

• Are the management arrangements under 
which these laboratories are run inhibiting 
their ability to perform as needed? 

type and Quality of Laboratories 

To be precise, DoD has no laboratories. The 
Army, Navy, and Air Force departments own 
and operate a large number of research, develop- 
ment, and engineering (RD&E) centers, none of 
which are laboratories in the pure sense, i.e., 
institutions solely for conducting research. These 
centers perform a variety of functions ranging 
from research through full-scale development to 
occasional limited-scale manufacture of mili- 
tary equipment items. The mix of activities 
varies from center to center, with some — such as 
the Naval Research Laboratory and the Army's 
Harry Diamond Laboratory — being more heav- 
ily oriented toward research than others. As a 
shorthand, the term '^defense laboratories" is 
used to refer to these government owned and 
operated RD&E centers.'-^ 

The structures of the defense laboratories — 
how big they are. what kind of work they do. 



■^DoD B also supponed by comracuv owned and operated laboraiories siKh as dK John HopUiu 
Lab. and by national laboratories operated by coninctors for DOE. For more information on the institutions that support the dcfcnic technology base 
see: The De^iue Technohgy Base: Introduction and OvrrWrw. OTA-iSC-374 (Washington. DC: U.S. Government Printing OfTicc. March 1988). 
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etc. — have evolved historically, based in part on 
die different procurement systems of the three 
Services and the roles each has seen for its 
laboratories. These structures are quite different 
anfKMig the labs. However, the management 
arrangements and modes of operation — ^which 
are similar across all of them — are a conse- 
quence primarily oi law and also of DoD and 
Service regulations. 

Comparing the defense laboratories to other 
government R&D institutions is difficult be- 
cause DoD*s role as a laige purchasing agency 
makes it almost unique within the government 
NASA is perhaps the closest analog because it 
too purchases products of technology, but it also 
builds things and conducts research and space 
exploration. The national laboratories that sup- 
port the Department of Energy build nuclear 
weapons and pursue a broad base of research for 
the furtherance of science. Industry, which also 
runs laboratories, ultimately builds things. 

Comparing DoD labs among themselves is 
also difficult because no two are really alike. 
They differ in three distinct dimensions: the 
subject areas they focus on; the mix among 
categories of work (6.1, 6.2, etc.); and the 
weighting of their missions among a number of 
basic tasks. In addition to conducting research 
and development, these tasks include: 

• buying R&D from contractors and moni- 
toring the contracts; 

• advising program offices on responding to 
proposals from industry to do development 
and production work (i.e., acting as * ' smart 
buyers" of technology); 

• providing a base of technical expertise and 
know-how that can be drawn upon to solve 
problems as they arise or to follow new 
areas of technology; 

• training young officers in science and 
engineering; 

• solving technology-based problems (orequip- 
ment-based problems) encountered by field 
commands; and 



• designing and producing very small num- 
bers of spccisH purpose items needed by 
field commands. 

They also differ in size, source of funding, and 
the orientations and **cultiires** of the organi- 
zations they primarily work for. 

All of tliese diiferences make obfective 
evaluations and comparative ratings of these 
institutions very difficult to perfonn. Most 
evaluations and comparisons appear to be sub- 
jective ones, even when performed by hi^y 
qualified individuals. For example. Service tabs 
are frequently criticized for not doing top-flight 
science, especially when compared to national 
laboratories or major university laboratories; 
but performing scientific research is not the 
major mission of these facilities. 

Nevertheless, there is a comnum thread 
among all the tasks the labs perform: they all 
require the laboratory to be a center of technical 
expertise. Most don't require the strff to be 
conducting research and contributing to the 
advancement of science or technology, but all 
benefit from a staff that has hands-on expertise: 
a staff member who is contributing to the 
leading edge is closer to it than one who is 
simply reading about it, and is more likely to get 
a seat at the table when the real experts meet 

There are three basic approaches to providing 
the research core of an R&D facility. The first is 
to build a large, diverse, multiprogram labora- 
tory with a staff that does research in a broad 
range of disciplines. The DOE national labora- 
tories fit this description, as do the corporate 
research centers of several very large corpora- 
tions such as IBM, AT&T, and General Motors. 
These labs push forward the frontiers, provide a 
large pool of talent that can be directed and 
redirected to solve problems or follow new areas 
of technology, and provide a base of knowledge 
from which other labs can draw for more narrow 
applications. Staffs typically number well over 
1,000 and are heavily weighted toward ad- 
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vanced degrees. The Naval Research Lab is the 
only DoD lab that fits this mold. 

A second approach is to build labs with staffs 
of a few hundred that concentrate their efforts in 
one or a few areas. Several Anny laboratories — 
Night Vision, Hany Diamond, Electronic Ibch- 
ncJogy & Devices, etc. — are structured this 
wi^. These facilities can have programs that are 
at least as good as those of die multiprogram 
laboratories in a few selected areas. However, 
this focus is bought at the cost of loss of breadth 
and flexibility to respond to a broad range of 
problems. Moreover, as modem technology 
becomes more complex, even a single area of 
concentration can rest on a broad base of 
underlying disciplines. Size can constrain these 
laboratories from effectively pursuing their few 
areas of concentration and fifom shifting their 
focus. This problem of lack of critical mass is 
even more pronounced in the third type, the 
model followed by most Defense labs: a me- 
dium to large RD&E center with smaH cells of 
expertise embedded in it These labs do not have 
in-house research as a focus, but as a supporting 
function. Hence the cells of expertise, however 
skillful and productive, tend to be narrow and 
thin: in some cases the departure of one or two 
key individuals could destroy that expertise. 

In detail, the Army, Navy, and Air Force run 
their RD&E centers differently. But in general 
they all function the same way: technology 
generated in-house, in other Service labs, exter- 
nally under contract, and any other place the 
staff has access to, is assimilated with the aim of 
transitioning it into the procurement system. 
The accumulated base of knowledge is used to 
advise the procurement officers regarding the 
technical qualities of various proposals to de- 
velop and build systems. 

The central question Is whether this 
system has been, and Is really capable of, 
delivering the goods. Does the technofogy 
transit into and out of RD&E centers, and are the 
staffs up to the job? This is a very complex 



question requiring an intensive investigation, 
but it is absolutely key. 

If the answer is *'yes,** Congress ought to 
stop worrying about the labs and let them get on 
with their work. Steps might be taken to make 
their jobs easier by easing management burdens. 
However, even if the labs are judged to be doing 
a good job, budget constnunts may make it 
necessary to consider restnicturing. 

If the answer is **^no,** there are a number of 
steps that might be taken to fix things. These 
range fifom takii^ steps to ease management 
problems (which will be discussed below) to 
drastic reorganization of the entire system. 
Some involve centralizing, consolidating, clos- 
ing, and moving institotibns. liovrever, sneii 
steps have Au^reacliiBg consequences and 
can be nearly Irreversilile. They ought t»be 
talmroiily after much deHberation. 

One approach would have each RD&E center 
include or be closely associated with a large 
multipurpose laboratory, the small cells of 
expertise being replaced by a large, diverse pool 
of technical talent. Clearly, doing so for each 
RD&E center would be prohibitively expensive. 

An alterruitive approach would be to provide 
each Service, or DoD as a whole, with a central 
corporate lab and tie the RD&E centers closely 
to it The Naval Research Lab might be a model. 
Smaller labs of more limited scope are a second 
choice, but because they are inherently less 
flexible than multiprogram labs, arrangements 
would have to be made either to shift their focus 
or close them down as the areas of technological 
interest shift. As an alternative to building up the 
research bases within die Services, greater use 
might be made of DOE national labs as technol- 
ogy bases for the Services. Consolidating facili- 
ties either within each Service or across Service 
lines under OSD could offset the cost of 
expanding the underlying labs. But this runs the 
risk of cutting the links of the RD&E centers to 
their parent buying commands and further 
restricting the transition of technology into the 
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procurement system. Unless handled carefully, 
it could also sever the very important links of the 
labs to the field commands. 

Management Structure of Laboratories 

The problems that plague the Services* govern- 
ment-owned, government-operated laboratories 
(GOGOs) and the causes thereof have been 
extensively documented. They are inherent in 
the laws andiegulations that govern the opera- 
tions of these labs. While these laws and 
regulations have not changed greatly over dec- 
ades, the trend within the last few years has been 
for their application to become more onerous, 
making the government labs less attractive 
places to work af a time when the market for 
technical talent has become much more com- 
petitive. 

The difficulties fall into three related catego- 
ries: problems in recruitment and retention; 
difficulties in conducting the day-to-day busi- 
ness transactions necessary to get the work 
done; and long delays in updating buildings and 
major equipment. The latter two are problems in 
their own right as well as contributors to 
personnel difficulties. Effective management is 
also impeded by funding that is often unpredict- 
able and fluctuates from year to year. 

Even premier laboratories, like the Naval 
Research Lab, are having difficulty attracting 
the best and the brightest. Many of the RD&E 
centers have all but given up trying: they now 
recruit fifom a small circle of mostly local 
schools and hope to ' *grow** their own in-house 
expertise. OTA*s observations support the 
points made in earlier studies: 

• most of the labs have difficulty hiring and 
retaining highly qualified personnel; 

• the government is at a major disadvantage 
in competing with industry and academia; 
and 

• the system makes it difficuh to reward 
good performers, penalize the poor per- 
formers, or tie salary closely to perform- 
ance. 



The **NOSCVChina Lake Experiment,** in 
which the Navy loosened the salary structure for 
scientists and engineers at the Naval Ocean 
Systems Center and the Naval Weapons Center 
at China Lake, helped with recruiting and 
retention in the entiy and midlevels. Similar 
novel approaches including salary structure and 
educational opportunities are under considera- 
tion by the Services. But since these do not raise 
the ceiling on salaries; they do little to solve the 
problem of attracting and retaining key senior 
people. Losing senior researchers is a double 
liability: exceptional senior people do excep- 
tional work, and they also attract younger 
people, many of whom will accept otherwise 
less attractive work conditions in order to work 
with someone special. 

Interesting work helps to attract and retain 
people. Good people stay if the work is chal- 
lenging, if discretionary funding is available to 
allow them to ** follow their noses,*' and if they 
have an opportunity to pursue a technical career 
without being sidetracked into management 
But increasingly, technical people in Service 
labs can only get ahead if they become manag- 
ers, and in those management jobs they spend an 
increasing amount of their time in administra- 
tive tasks and insulating their bench-level peo- 
ple from bureaucratic **paperwork** imposed 
from above. 

At most DoD labs the Ibchnical Director has 
little or no control over the most important 
support elements of his organization — the per- 
sonnel office, the general counsel, the procure- 
ment office, etc., all of which report to parent 
commands. And construction of new facilities is 
handled out of military construction (MILCON) 
accounts for which the labs usually fight a 
difficult, and often losing, competition with a 
long list of other claimants. This results in 
obsolete facilities. 

The Defense Science Board has recom- 
mended changing the laws and regulations that 
are causing die problems, loosening up the 
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system to enable the Defense labs to compete 
more effectively. While this might be helpful, it 
would require a long list of changes in both 
legislation and government regulations. This 
involved agenda could be very . difficult to 
complete. However, a congressional decision to 
treat the laboratories differently from other 
government offices might facilitate the changes. 

An alternative would be to convert the labs 
to government-owned, contractor-operated, or 
even to contractor owned and operated (COCO) 
facilities. This would seem an easy way out of 
the morass of government red tape. GCiCOs do 
have greater management flexibility in person- 
nel management, but the evidence for greater 
flexibility is ambiguous in areas other than 
personnel. GOCOs can pay higher salaries, can 
hire and fire more easily, and have much greater 
flexibility in rewarding good work and shifting 
personnel. They also display greater flexibility 
in shifting the focus of their work, and have 
some advantages — although not so dramatic — 
over GOGOs in their ability to purchase equip- 
ment and facilities. 

DOE GOCOs appear to show a greater 
aggressiveness in seeking out and developing 
technology. And, at least in the design and 
manufacture of nuclear weapons, transition of 
technology into applications is more direct than 
it typically is in I>oD. But this is not necessarily 
a consequence of their being GOCOs. Size, 
full-spectrum stance, and research-oriented cul- 
ture are all contributors. So is the relationship 
that has evolved between DOE and its labs: the 
missions of the labs have been construed in a 
very broad way, facilitating changes in program 
directions as technology evolves. 

While there* are somctieal advantages to 
converting to contractor operation, there are 
some important offsetting factors. No government- 
funded institution can escape oversight merely 
by converting to contractor operation. Funds 



derive from congressional appropriations, and 
Congress holds senior offlciais of sponsoring 
agencies accountable for their use. Thus, the 
tendency is for the government to impose on its 
contractor laboratories many of the same rules 
and regulations it lives under. Consequently, 
with time GOCO labs tend to become more like 
government-operated laboratories. Government 
rules under which the sponsoring agencies 
operate tend to be passed down to the contrac- 
tors, so the GOCOs are not free of the majority 
of government impediments. Goversiment pol- 
icy appears to be that even though government 
regulations do not apply to GOCOs, GOCO 
practices ought to be consistent with them. OTA 
found that the perception of "red tape" and the 
burden of bureaucratic paperwork reaching 
down almost to the bench level was no different 
at GOGOs, GOCOs, and COCOs. 

Although there have been many studies of 
government labs since the 1962 Bell Report, 
none have questioned its finding that there are 
**certain functions which should under no cir- 
cumstances be contracted out The management 
and control of the Federal research and develop- 
ment effort must be firmly in the hands of 
full-time government officialsclearly responsible 
to the President and Congress."*^ There are 
some functions . that are inherently govern- 
mental: passing them off to contractors would 
raise major questions. For example, being a 
smart buyer and advising a program office on 
the technical merits of proposals is probably not 
a responsibility that ought ultimately to be 
entrusted to a contractor, although today con- 
tractors are pan of that process. 

•One advantage of government labs — and a 
major function — is that they can respond inmie- 
diately to problems that emerge in the fleld. 
* Staff can be ordered to stop whatever they are 
doing and turn their attention to the problem at 
hand. This would be more difficult for contrac- 
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tors to do, unless the contract had been carefully 
crafted to allow for the contingency. *^ At seversd 
contractor operated facilities OTA was told that 
response times would have to be measured in 
months, if not years. 

While ail DoD labs could benefit from fewer 
restrictions, not all are equal candidates for 
conversion to GOCO status. Those that conduct 
in-house R&D would be better candidates than 
those that function primarily as ** smart buyers.** 
Similarly, those that cannot solve their manage- 
ment problems within the government system 
would be more likely candidates for conversion 
than those whose managers believe they can. 

Other Approaches 

After examining a number of approaches used 
by other organizations to manage technology 
programs, some basic themes emerge that may 
be applicable to DoD management of its tech- 
nology base programs and laboratories. First, in 
most governments and companies, R&D policy 
is approved at the upper levels of management 
and promulgated throughout the organization. 
Second, centralized control over research pro- 
jects is the rule. It is supported by frequent 
reviews and combined with a readiness to cut 
losses when projects do not pan out and to buy 
technology outside the organization if that 
appears to be a more economic approach. Third, 
both public and private organizations are mov- 
ing toward collaboration as a means of affording 
research of the magnitude dictated by modem 
technology. Finally, on a broader note, the 
Europeans appear to be moving toward the 
Japanese point of view that technology efforts 
ought to be focused on enhancing the economy: 
a strong high-tech economy will produce both 
more money available for defense and '* spin- 
on** of technology for defense purposes. 

For at least two decades the Europeans have 
been worried about dieir economic positions, 
particularly relative to the United States. But the 



emergence of Japan and other Asian nations as 
economic powers has greatly intensified their 
concerns. This has spurred effoits to integrate 
the European Community (EC), notably the 
movement to a **single Europe** in 1992. 
Moreover, as their fears of economic problems 
have increased, their anxiety over Soviet mili- 
tary power has receded. Hence the mood is to 
reduce the drain on the economy of defense 
oriented R&D, whUe increasing substantially 
research oriented toward civilian products. The 
Europeans are looking for ways to make defense 
R&D support civil production; defense labs are 
increasingly viewed as national assets that can 
be used to help make civilian industries produc- 
tive. The trend appears to be to do research and 
exploratory development (the equivalent of 6.1 
and 6.2) predominantly in civilian-oriented labs. 
Only in the advanced development stage would 
the work take on a more military-oriented cast 
The prevailing philosophy appears to be that 
science and technology policy should be inte- 
grated whenever possible with economic and 
industrial policies. In this regard, the Europeans 
are moving away from the U.S. model and 
toward the Japanese model. 

It is tempting to take the attitude that if our 
system has significant shortcomings we ought to 
adopt someone else*s. But this approach is 
fraught with peril. While there are important 
lessons to be learned — and these general themes 
appear to be worth consklering — it is not 
necessarily true that DoD can simply adopt 
some other system as its own. All organizations 
are different, and they do not all see themselves 
as solving the same problems. Management 
approaches tend to be rooted in coqxxale 
* 'culture** at least as much as diey are the result 
of dispassionate analysis. It is somewhat dan- 
gerous to adopt the attitude that what woiks for 
some other organization ought to work fbr DoD. 
For example, the sheer scope and size of DoD*s 
technology base activities dwarfs nearly every 
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Other organization examined, and might even 
rival die aggregate of them. Furthermore, it is 
not clear that other organizations are signifi- 
cantiy more successful than DoD is in develop- 
ing and nurturing technology and using it to 
good effect The success story everyone immme- 
diately turns to is Japan. But Americans are not, 
and do not behave like, Japanese. And the 
Japanese seek to use technology somewhat 
differently than does DoD. 

Planning and Priorities 

In contrast to DoD, in which a laissez-faire 
approach and **bottom-up** planning predomi- 
nates, most Western European governments set 
national civil and military R&D objectives from 
the top. Working through central committees or 
advisory panels, cabinet-level officials set pri- 
orities and ensure that the goals are translated 
into q)ecific programs in either government or 
private laboratories. The technical experts are 
usually left free to determine the composition of 
the specific programs, but they must be able to 
justify program relevance to higher authorities. 
In addition, the European Community is exert- 
ing an increasing top-down influence on the 
member nations* research programs. Exploiting 
allies* work and avoiding duplication of effort is 
a growing theme. The Japanese approach is 
perhaps less formal, emphasizing government/ 
industry consensus building and the role of 
industry, but ultimately major decisions are 
made by a central body. 

Industry generally follows a somewhat 
similar centralized approach. Major corpora- 
tions typically have central procedures for 
establishing business objectives, including iden- 
tifying the key technologies that are expected to 
contribute. Once these selections are made, the 
component companies are free to decide how to 
pursue them. But corporate oversight typically 
remains continuous and close. 



There has been strong criticism that U.S. 
defense R&D focuses too much on ttie near 
term, both in government and in the private 
sector. European companies are even more 
likely than U.S. companies to spend their R&D 
money for near-term applications. This trend 
has become more pronounced recently in both 
Europe and the United States as technology base 
expenditures have declined as a proportion of 
defense spending. In contrast, however, budgets 
for kmg-ierm research— paitKulariy civil research — 
are increasing for many European countries and 
for the EC. This is tied to a perceived linlmge 
between R&D, economic competitiveness, and 
prosperity. Governments are seeking to improve 
their industries* competitive positions by mak- 
ing civil research the driver and blurring the 
distinction between civil and military R&D. The 
Europeans ' short-term focus and declining fund- 
ing in defense research appears to be offset by a 
longer term focus and more generous funding 
for civil research. In Japan, the government role 
is greatest in long-term developments for which 
the risks are high and the payoffs not evident 

Growing fear of Japanese and U.S. industrial 
competition has fostered European interest in 
large-scale, centrally directed technological ini- 
tiatives. These have been largely multinational 
in nature, such as ESPRIT, EUREKA, RACE, 
and BRITE,^^ although Oiere have been single 
nation programs such as the U.K. Alvey pro- 
gram. These are modeled, in part, aifter a 
succession of U.S. initiatives — beginning with 
the Manhattan project — that, while not always 
successful, propelled technology forward. Large 
collaborative efforts are also employed by tlie 
Japanese, but their efforts tend to have more 
industry funding and less government money. 

A similar approach currently in favor in 
Europe and to an increasing extent within U.S. 
industry is to employ q)ecial research teams, or 
'^centers of excellence,** often in collaboration 
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with universities or potential competitors. These 
groups concentrate on technologies where a 
large critical mass of personnel and other 
resources, or interdisciplinary research, is con- 
sidered essential. U.S. examples are SEMATECH, 
the Electric Power Research Institute, Semicon- 
ductor Research Cooperative, and die Mitaodectronics 
and Computer Ibchnology Corp. 

Management and Control 

European governments not only plan their 
R&D programs centrally, they also manage the 
execution of those programs centrally. Large 
companies also tend to keep tight central con- 
trol. In both cases, the trend is also toward 
centralized control of laboratories in an attempt 
to establish the optimum balance between ge- 
neric research and product-oriented (or mission- 
oriented) research. 

DoD's laboratory system is basically mission- 
oriented, with most laboratories dedicated to 
specific warfare specialties. Mission focus pro- 
vides a closer link between technology and 
military applications, but it also encourages 
duplication in facilities, resources, and projects. 
European labs and programs are increasingly 
organized along technology, not mission lines. 
In France, Germany, and the United Kingdom 
the defense research activites are planned, 
organized, and managed by central authorities 
independent of service requirements and devel- 
opment activities. Centrally managed civil re- 
search programs are generally oriented around 
generic technologies. Similarly, EC programs 
are directed toward enabling technologies, with 
applications left to industry. 

DoD's extensive network of government 
owned and operated laboratories is unique 
among Western defense establishments. With 
the exception of the United Kingdom, European 
governments own few, if any defense labs, and 
the British are in the midst of drastically 
consolidating their laboratory system. However, 
there are many more European government- 



owned and government-sponsored laboratories 
doing civil research. 

Industry is generally moving in two direc- 
tions. Most R&D is being moved out to the 
component companies. Some corporate research 
centers are being pruned back or even closed. As 
money gets tight, it is easy to view corporate 
research centers as expensive luxuries — 
* 'money sinks" — rather than as investments. 
But at the same time corporations are establish- 
ing corporate level centers of excellence in key 
technologies (or forming collaborative efforts in 
them). Ibchnology is transferred to the product 
divisions, at least in part, by assigning personnel 
from the product divisions to temporary jobs in 
the central facilities and dien moving them beck 
to use and disseminate the technology they 
studied and helped develop. Industry is also 
moving in the direction of collaborative re- 
search, sharing the escalating costs of modem 
technology. This research is of necessity tech- 
nology oriented, not mission oriented. 

Collaboratton, Coordinatton, and 
TMrhnology Transfer 

Collaboration in research is now a way of life. 
High costs and worldwide competitive pres- 
sures are forcing governments and industries to 
pool their resources. Collaborative projects play 
a central role in Japanese R&D. European 
govemments and industries explored coopera- 
tive research in the 1970s and early 1980s, but 
in the mid 1 980s growing concern that they were 
falling behind the United States and Japan led to 
a series of serious collaborative measures. 
Moreover, the European members of NATO, 
after more than 20 years of ad hoc collaboration 
on defense and other aerospace projects, are now 
working on establishing a coherent, systematic 
program of collaboration. Breaking down the 
long-standing barriers that have isolated Euro- 
pean companies from each other and fragmented 
markets is an explicit objective of recent high- 
technology collaborative initiatives. In additkNi, 
European companies see that they each have to 
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draw on a broader base of technology than was 
necessary in the past Recognition that Ger- 
many's strong position in world trade is due, at 
least in part, to a coUegial, collaborative rela- 
tionship between industry, academia, and gov- 
ernment also helped spur interest in collabora- 
tion. 

U.S. companies are not only engaging in 
collaborative programs at home, they are also 
joining with European (and Japanese) compa- 
nies in various ventures. 

Applications: Transitioning Itehnology 
From Lab to Products 

DoD has been criticized both for leaving 
technology in the lab too long, resulting in 
obsolete weapons, and for rushing it prema- 
turely into production — which creates unreli- 
able products. Neither allegation is without 
foundation. Technology transition is one of the 
most difficult problems of development. Euro- 
pean governments and industries appear to be no 
better at technology transition than DoD is. 
Japan appears to have a unique success at 
transitioning technology rapidly and effectively 
from the lab into production. The Europeans 
appear to be studying and beginning to apply the 
Japanese experience. Ibams of researchers, 
designers, engineers, manufacturing specialists, 
and even marketers are being brought together 
early in the life of a product in order to perform 
in parallel what usually gets done sequentially. 
The parallel development of process (manufac- 
turing) technology and product technology is 
considered a particularly important factor. 

Examples of the close relationship that is 
essential between research staff and those who 
develop specifications exist in all successful 
companies; but in large and diverse government 
organizations the liaison and communication 
that is required may be jeopardized by interde- 
partmental rivalries and parochialism which 
only strong management and direction can 



dispel. In DoD, requirements for new systems 
are set by the Service buying commands, and 
development is done by industry. These are 
obliged by law to stay at arms length; the 
government labs provide the primary link be- 
tween them — ^and the labs are not always 
successful. 

GETTING TECHNOLOGY 
INTO THE FIELD 

Government officials and others have ex- 
pressed concern and frustration over the age of 
technology in fielded U.S. systems, particularly 
those just beginning to roll off assembly lines. 
Comparisons usually take two forms. First, 
government and industry researchers have labo- 
ratory developments that are clearly superior to 
what is going into the field. Second, dual-use 
technology in defense systems often lags sig- 
nificantly behind what is available in the con- 
sumer markets, and by the time a system has 
been in the field for 5 to 10 years it can seem 
outdated compared to what Ford or Radio Shack 
is selling. 

Ibchnology in production will always lag 
behind technology in the lab. Taking develop- 
ments off the bench, engineering them into real 
systems, and getting those systems into produc- 
tion is a time-consuming process for military 
and civilian manufacturers, as well as for movie 
producers, think tanks, book publishers, and 
many other enterprises. Indeed, very little legis- 
lation moves instantaneously from brain storm 
to law. Major military systems are generally 
much more complicated than civilian products, 
and hence the product cycles are much longer.''' 
In addition, the process of getting approval to 
begin a military project is generally consider- 
ably longer than the equivalent process in the 
consumer sector. Furthermore, military systems 
have long lives, and dealing with frequent 
updates is a logistical nightmare, so it is not 
surprising that changes occur much less fre- 
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quently than the typical yearly changes in 
consumer products. It appears to make sense to 
change the current model Ibyota because of a 
relatively small change in engine technology. 
(Indeed, it helps sales to tell consumers that this 
year*s model is **all new'* and ** innovative," 
and technology is often changed just to enhance 
maiketing.) But it makes absolutely no sense to 
rebuild the entire fleet of tanks every year to take 
similar changes into account. The problems of 
maintaining different equipment types in the 
field mean that decisions to update pan of the 
total inventory, while often made, are not taken 
lightly. Finally, DoD is not in the business of 
developing and fielding technology for technol- 
ogy's sake; its job is to get better capabilities 
into the field in a reasonable time at a reasonable 
cost. Up to a point, it is not unreasonable to 
argue that new technology ought to buy its way 
onto a system. 

Military-specific technology is usually the 
pacing technology for entire systems, determin- 
ing the schedule for getting the system into the 
field and controlling the rate at which the 
dual-use technologies in the system get fielded. 
The entire acquisition system is geared to the 
pace set by these military technologies. It is 
often the case that after a system design is 
frozen, the commercial counterparts of technol- 
ogy embedded in it continue to move forward, 
sometimes dramatically, resulting in several 
generations of products before the military 
system is produced. This produces military 
systems that are not as advanced as some 
commercial products; but if responding to rapid 
changes in dual-use technology were to prevent 
freezing the design of a system long enough to 
get it into production, none of the technology 
would ever get produced. 

Thus, while it can be misleading to compare 
fielded military technology to laboratory tech- 
nology or selected consumer technology, it is 
important to ask whether new technology can 
get more quickly and more effectively into the 
field. (It is also legitimate to ask why the 



military cannot have the same products — like 
radios, CRT displays, trucks, and clothing — that 
consumers can go out and buy.) 

The problem of getting new technology into 
the field is not that the United States is unable to 
develop new technologies with military rele- 
vance. It is rather a problem of the transition of 
that technology into engineering, the time 
needed to begin manufacture, and the rate at 
which new systems are built. It can be improved 
in three general areas: improving the insertioii 
of new technology into acquisition programs 
(i.e., the transition from technology base to 
engineering and production); improving the 
acquisition process that engineers and produces 
systems; and improving the affordabllity of 
systems so that they can be bought more rapidly. 

'Rchnoiogy Insertion 

The technology development and system 
acquisition processes are largely (but certainly 
not completely) separate. Ibchnology base wofk 
takes place in a variety of institutions, including 
some companies that ultimately build systems. 
Engineering and production are done in privale 
companies (not always the same ones that did 
the technology base woik) under the supervision 
of E)oD program managers. This causes a major 
bottleneck at the point at which technology 
moves from technology base to acquisition. 
Several mechanisms exist to bridge this gap: 
general technical interchanges between Service 
lab people and industry; IR&D and contract 
research that involve some companies in a 
development; involvement of lab people with 
the program offices (part of the "smart buyer 
role"); and formalized Service transition pro- 
grams. 

Many studies of the transitkm issue seem to 
agree that nonsystem-specific prototyping, pur- 
sued with 6.3A funds, presents the greatest 
opportunity to improve technology insertion. It 
has the potential to solve two problems. By 
demonstrating feasibility, these advanced tech- 
nology demonstrations help reduce the high risk 



Digitized by 



Google 



825 



Summary • 25 



carried by some technical developments. And 
they help correct overoptimism by demonstrat- 
ing the limitations in the current state of the art 
Oven^timism leads to promising too much, 
which in turn leads to disappointing systems and 
to lengthy and costly redesign efforts. The new 
emphasis within DARPA on prototyping is 
apparently an attempt to ease the transiticHi into 
system design of technology developed under 
DARPA programs. DARPA has always been 
the focus of technology that does not fit neatly 
into what the Services want to do. However, if 
the Services do not take DARPA seriously, it is 
not at all clear that DARPA 's prototyping effort 
will have any use. 

Acquisition 

In searching for the causes of delays, the 
acquisition process has been the primary candi- 
date. Even when the system is working 
smoothly it seems to take a long time to move 
programs through; but it usually is not working 
smoothly. And when it bogs down, delays lead 
to funher delays through escalating costs, com- 
pensatory stretch outs, and time-consuming 
attempts to fix any particular program's specific 
problems. While the consensus is that the 
system is in trouble, it has weathered study after 
study without apparent improvement 

Several studies have found that acquisition 
(advanced development, full-scale development 
and production) takes longer than it used to. But 
the data are not all that clear there is certainly 
no obvious trend toward rapidly increasing 
times. It does take longer in the IQSiOs than it did 
in the 1950s or 1960s, but there is not enough 
data to discern clear trends over the past decade. 
Studies of fighter aircraft procurement the 
most-studied system type, conclude that what- 
ever increases have occurred are in the front-end 
decision process and in production, not in 
full-scale engineering development Data on 
other systems are less conclusive. 

It is generally held that commercial industry 
completes programs more rapidly than does 



DoD, but there are significant differences be- 
tween government and industry that make it 
possible for industry to avoid many of the basic 
problems that plague DoD acquisition. These 
basic problems are ** built into the system,'* they 
are consequences of the characteristics of U.S. 
Government For example, canceling a pro^wn 
that has grown too much in cost or schedule to 
be profitable is easier than canceling one that 
despke schedule slippages and cost overruns, is 
judged essential for national security. 

But enhancing national security is not the 
Nation's only goal. Goals like fairness, environ- 
mental protection, equal opportunity, jobs, and 
competition all figure into how both Congress 
and the Administration judge defense procure- 
ment programs. DoD itself has goals it must 
pursue in addition to managing programs effi- 
ciently: maintaining the defense industrial base, 
ensuring that the most efficient producer does 
not drive the others out of business (contrary to 
what industry would do), etc. Government is not 
solely concerned that a program provide the best 
capability at the lowest cost most quickly. 
Moreover, the political process in both branches 
of government — the tug and pull over resources 
and goals — introduces uncertainty into pro- 
grams, even when Congress and high-level 
executive offices do not micromanage pro- 
grams. 

The structure of the DoD acquisition system 
is much more cumbersome than that of private 
sector companies. That structure is, in part, 
determined by government's size and unique 
role. DoD program managers are accountable to 
five or six layers of bureaucracy up to the 
Secretary of Defense. These layers typically 
have extensive horizontal structure, so the 
program manager (PM) has to satisfy a large 
number of people, many of whom have power 
over his or her program but no responsibility for 
it. To complicate matters fuither, the PM reports 
up one chain for oversight of the program, and 
up another for the planning^ programroiag, and 
budgeting system which is responsible for 
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detennining the funding for the program. But 
this involvement of the OSD bureaucracy, as 
well as that of OMB and Congress, is part of the 
checks and balances on the expenditures of 
billions of dollars. 

While industry shares many of DoD*s 
problems, it has a very strong incentive to 
manage successfully: failure could mean bank- 
ruptcy. In many instances industry works under 
a simpler system involving a direct link between 
the program manager and a high company 
official having the authority to make decisions, 
settle disputes, and insulate the PM from exter- 
nal pressures. The PM has responsibility for the 
program: if it fails it is his fault and his job may 
be at stake. The DoD PM typically has to obtain 
several levels of approval for any action; there 
are many people who, in trying to ensure that the 
PM does not fail spectacularly, will also prevent 
him or her from succeeding spectacularly. 

Several factors are major contributors to 
delays in programs: the sequential processes of 
requirements generation, resource allocation, 
and system selection; program variability (or 
instability) caused by many players making 
changes; bureaucratic paralysis; inappropriate 
organization for defense procurement; and the 
quality and incentive structure for procurement 
personnel. Underlying these are the basic struc- 
ture of the government, the nature of the 
bureaucracy, the organization of the E)oD procure- 
ment system, and the conservative risk-averse 
nature of government organizations. 

Requirements generation and resource allo- 
cation involve the Services, OSD, OMB, and 
ultimately Congress. They are highly political, 
which often leads to overpromising in order to 
get program approval. Overpromising leads to 
cost growth and schedule slippage. But the 
system makes it easier to readjust the program 
to these realities rather than to go back and 
question the requirements that produced them in 
the first place. 



Constant changes in defense acquisition 
programs are conmionplace, leading to cost 
increases and schedule slippages. Variability 
results from the requirements process, the risks 
inherent in new technology, the political/ 
budgetary process, and personnel turnover. While 
the disruptions caused by these factors can be 
somewhat controlled, the underlying causes 
cannot be eliminated. 

Baselining — a form of contract between 
program managers and their Services — was 
developed to limit changes in programs. But 
making baselining woric requires giving pro- 
gram managers more authority over their pro- 
grams than they now have. Neither program 
managers nor Services can control budgets or 
other changes and conditions imposed by OSD, 
OMB, and Congress. Moreover, external factors 
that affect a program — like threat, doctrine, and 
resources — will cause changes in the program 
no matter how well it is managed. 

However, Congress, OSD, and OMB can 
decide to limit their direct involvement in a 
program (or Congress can decide for the others). 
But, at least in the case of Congress, this would 
involve giving up power which it jealously 
guards. Congress has aheady agreed, in princi- 
ple, to relax oversight for a few major acquisi- 
tion programs, which would require reauthori- 
zation only at significant milestones rather than 
annually. As yet, none of these milestone 
authorizations have been submitted to, or ap- 
proved by. Congress. Not all members are likely 
to agree that efficient functioning of defense 
acquisition programs is more important than 
other issues they are concerned with, including 
the (possibly shifting) interests of their constitu- 
ents. The budget process specified by the 1974 
Budget and Impoundment Control Act and 
Public Law 99-177 (Gramm-Rudman-Hollings) 
increases Congress' incentives to keep control 
of as many budget items as possible so that it can 
engineer the budget levels it agrees to. 
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Perhaps the most discussed problem is the 
bureaucratic burden individuals and companies 
must struggle through in order to do their jobs. 
A 1977 Defense Science Board (DSB) panel 
concluded that increases in acquisition times are 
all bureaucratic: **it does not take any longer to 
do something, it just takes longer to obtain the 

necessary approvals and acquire funding '* 

The program manager*s job has become increas- 
ingly complicated, accompanied by lengthening 
time to complete contracting actions and in- 
creased regulation, oversight, and auditing of 
contractors. The overall perception is that of 
increasing regulatory and bureaucratic burden, 
but studies have found the picture to be unclear. 
While some indicators of burden have been 
clearly increasing, others have remained the 
same or declined. Moreover, measuring the 
effects of regulatory and bureaucndc activity is 
even more difficuh than measuring the activity 
itself. F6r example, estimates of the added costs 
doe to regulations and bureaucracy range from 
S to 200 percent! 

This **red tape" is unambiguously greater in 
government than it is in private industry. What 
in industry can be a straightforward, one-step, 
project initiation process involving the manager 
and a high corporate officer is in DoD a two-step 
process involving the PM, a committee within 
DoD,*" and Congress. Both the DSB and the 
Packard Commission recommended bringing 
the system closer to an industrial model in this 
regand, and the Goldwater-Nichols Act tried to 
implement that 

Since the bureaucratic burden arises in part 
from government attempts to have programs 
satisfy goals other than getting the job done 
most efflciently, solutions can be of two types: 
those that try to streamline the system without 
changing its mix of goals; and those that seek to 
change the balance among goals, particularly the 
balance between having an efficient and suc- 



cessful program and satisfying all the other 
government goals. One suggested solution is to 
review all the regulations to determine whether 
each is still necessary and whether the aggregate 
could be streamlined somehow, a daunting task 
in its own right. Another suggestion is to shift 
the burden of proof from the PM to those who 
would slow down the project, making the PM 
innocent until proven guilty. For example, a 
competition advocate would have to show that 
the program was insufficiently competitive or 
that taking measures to enhance competition 
was important enough under the circumstances 
to warrant tampenng with the program. But 
some higher authority would have to be respon- 
sible for balancing these claims against the 
interests of the PM who would always be served 
by ignoring them. 

Some DoD programs do better than most: 
**black** programs (so it is said), and other 
special high-priority programs. This success is 
due in part to their high-priority which affords 
them high-level attention. Clearly, all DoD 
programs could not be treated that way or the 
system would overload. These programs also 
get special exemptions from various regula- 
tions. Granting similar exemptions to all pro- 
grams would nullify the regulations, defeating 
the purposes for which they exist. 

There has been widespread concern about the 
process that produces PMs and their chief 
assistants. These people are either military 
officers or civil servants. In 1986 the average 
tenure of PMs was about 2 years. This makes it 
difficult to give them real power over programs 
that run many times that long, and creates 
incentives for them to sacrifice long-term per- 
formance in order to look good on their watch. 
The military personnel usually, but not always, 
rotate rapidly in and out of the jobs in 2 to 3 
years. They do not always have prior experience 
or relevant training. Many of the civil servants 
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do not rotate, and "remain for so long that they 
resist innovation and change. "^^ 

AfTordability 

One of the major contrilnitors to delays in 
getting new technology into the field is the cost 
of modem development and procurement pro- 
grams and the resultant program stretchouts and 
low buy rates. Almost all important systems cost 
enough to get close scrutiny by OSD and 
Congress. The battles are fought each year. The 
result is often that the funding requested by the 
program is reduced (in some cases dramati- 
cally), which slows the development pace and 
slips the date at which production is initiated. 

Once the program is in production, DoD*s 
tendency is to reduce the funding below what 
had been projected, in order to keep as many 
programs alive as possible. This leads to buying 
fewer of any particular item per year, which has 
two major consequences. First, obviously the 
slower the rate at which a system is bought the 
longer it will take to get the capability into the 
field. It may not delay Initial Operating Capabil- 
ity, but it will certainly delay the date at which 
a significant capability is fielded. Second, pro- 
viding insufficient funds to procure at planned 
rates raises the unit costs, which further de- 
creases the number that can be bought per year. 

DUAL-USE INDUSTRIES 

Most of the technology that is engineered into 
defense systems is still developed in the '*de- 
fense world*' of DoD's laboratories and con- 
tractors. This is particularly true of the exotic 
technologies that are the centerpieces of ad- 
vanced designs. But increasingly, building those 
systems depends on developments that take 
place in the civilian sector, a civilian sector that 
is driven by the international marketplace. This 
was dramatically illustrated by events during the 
first week of November 1988. A company called 



Avtex, which manufactured rayon fibers for the 
apparel industry, armounced that it was shutting 
its doors in response to foreign competition in 
the clothing business. This sent shock-waves 
through DoD and NASA when it was discovered 
that Avtex was the only producer of fibers that 
were critical to the production of missiles and 
rockets. While other sources could be qualified, 
and other fibers might be found to substitute for 
the rayon that Avtex made, that process would 
take longer than the period of time the available 
supply of rayon would support production. 
Negotiations were soon completed to keep 
Avtex open. 

High-technology industries are becoming 
increasingly internationalized: foreign compa- 
nies and multinationals are technology drivers. 
Large international markets generate huge 
amounts of capital that fiiel research and devel- 
opment into new products and underlying tech- 
nologies. The defense components of these 
markets are often small, giving DoD little or no 
leverage over the directions developments will 
take. DoD has to choose between playing a 
follower role, or spending large amounts of 
money to keep a competitive leading edge 
capability in defense laboratories and industries. 
But because of the cost of developing modem 
technology, it seems unlikely that DoD can 
afford to develop all the technology it needs in 
parallel with the civilian sector. Dependence on 
the private sector is not all bad: commercial 
development of technology is a basic strength of 
the industrialized, non-communist worid. Fail- 
ure to exploit developments in the civilian sector 
would be throwing away a major advantage over 
the Soviets. But relying on the private sector 
means that defense development and production 
will depend increasingly on the health of the 
civilian sector and on the ability of DoD and its 
contractors to gain access to the products of the 
civilian sector. Thus DoD faces two challenges: 
maintaining access to the technology developed 
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in the commercial sector, and coping with the 
international nature of that sector. 

DoD and Congress face three generic prob- 
lems. The first is keeping dual-use companies 
interested in doing defense work. Some are 
leaving the defense business. Others have tech- 
nology that DoD could use, but are reluctant to 
get into the defense business. These attitudes are 
based primarily on perceptions of the difficul- 
ties of doing business with the government, and 
the problems of doing business in both sectors 
simultaneously. Second, high-technology in- 
dustries are moving offshore due to foreign 
competition. Some have almost vanished, others 
are on the way. Furthermore, it seems likely that 
in the future some new technology-based indus- 
tries will develop in other nations and never take 
root here. Careful balance will be necessary to 
nunure U.S. industries while maintaining access 
to foreign technology. Congress will have to 
consider U.S. trade and industry policy care- 
fully. Third, entire industries, individual compa- 
nies, and the many-stepped trails that lead from 
raw materials to finished components cross 
many national borders. In many cases, it is 
nearly impossible to determine what a U.S. 
company is, while in others it is difficult to 
separate U.S. companies from their foreign 
partners. Congress will have to come to grips 
with the meaning of foreign ownership and 
foreign siting for the availability of technology, 
as well as with how dependent the United States 
can afford to be on foreign sources. These 
international relationships will complicate at- 
tempts to protect U.S. supply sources. 

Barriers Between Civilian and 
Military Industry 

Since World War II, the U.S. economy has 
evolved relatively separate military and com- 
mercial sectors. They have different business 
practices, one dictated by government regula- 
tions and procurement practices and the other 
flowing from the marketplace. In recent years 



the international market has had a considerable 
effect on shaping the latter. 

Government practices have made it increas- 
ingly difficult for DoD to obtain state-of-the-art 
technology in areas where civilian industries are 
leading, making defense business unattractive to 
innovative companies and contributing to tradi- 
tional suppliers leaving the defense business. 
Many firms that are not heavily involved in 
defense business are reluctant to deal with the 
government because they consider it to be a bad 
customer. Moreover, many do not need DoD*s 
business and can simply opt out. The barriers are 
not technological, but legal, institutional, and 
administrative. Some are the direct result of 
legislation, others flow from DoD regulations, 
including overly cautious interpretations of 
laws. Some commercial firms cite excessive 
regulation, burdensome auditing and reporting 
requirements, compromise of trade secrets, and 
loss of data rights. Large defense companies 
have similar complaints, but have adjusted to 
working under these conditions. But for smaller 
companies, getting into the defense business 
means heavy investment and reorientation of 
business practices. 

A company can organize to do business in 
either sector, but can rarely do both under one 
administrative roof. Companies that do business 
in both sectors typically have separate divisions 
that are organized differendy and almost never 
share staff, production and research facilities, 
data, and accounting procedures. These differ- 
ences are profound. In large aerospace compa- 
nies the commercial side responds to market 
conditions, whereas the military side responds 
to Service programs, government regulations, 
and the Federal budget Their planning is 
' 'slaved" to the Federal planning and budgeting 
cycle. Corporate structures and rules tend to 
mirror those of DoD and tend to pass govern- 
ment encumbrances down to lower level suppli- 
ers. Companies doing government contract woik 
have to keep their books in formats that are 
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compatible with government auditing rules and 
procedures. 

Following these and other government rules 
adds to the costs of doing business, costs that can 
legitimately, be passed on to the government 
customer. Tighter control of the defense busi- 
ness ultimately translates into higher costs to 
E)oD. The United States is apparently willing to 
bear this increased cost as the price of other 
benefits — for example, knowledge that the gov- 
ernment is trying to keep the process honest. 
However, imposing the same rules on dual-use 
industries has other, farther-reaching effects. It 
makes them reluctant to do business with DoD 
and encumbers their products with additional 
costs that may adversely affect their interna- 
tional competitive positions. When dealing in 
both sectors, companies can accept either the 
higher cost of following government business 
procedures, or the higher costs of maintaining 
two separate business practices — one for gov- 
ernment business and one for other business. 
With some exceptions, DoD product specifica- 
tions are also seen as encumbrances; char- 
acteristics that are of no value in the commercial 
marketplace are engineered into the products for 
sale to DoD. 

Government contracts regulate profits, creat- 
ing a business environment very different from 
that in which most high-technology companies 
deal. These companies are used to investing 
heavily in R&D, recovering their investments 
through large profits, and then reinvesting in the 
next generation of product Moreover, their 
customers see only the product, whereas DoD 
insists on knowing how the product was made. 
E)efense contractors get by on small profits, in 
part because much of their R&D costs are 
covered either by contract or IR&D recovery. 
But dual-use companies qualify for little if any 
IR&D recovery and are reluctant to do contract 
R&D. The government owns the rights to data 
generated by contract R&D so that it can keep 
the subsequent phases of a project competitive 
by making a data package available to all 



bidders. But companies that live by their innova- 
tion in the commercial market see this process 
as offering their trade secrets to the competition. 
DoD procedures provide the winner of a devel- 
opment contract poor profit margins, no guaran- 
tee of a continuing relationship with DoD, and 
little incentive to innovate and provide a supe- 
rior product. 

Some industries, like advanced composites, 
are currently so closely tied to the defense 
business that they are apparently willing to live 
with these problems. But they worry that their 
competitive position may be damaged as the 
commercial market develops. At the other 
extreme, the companies that produce fiber optics 
are reluctant to get involved in a defense market 
they see as always being a small part of their 
business: they do not necessarily see the poten- 
tial payoff as worth the aggravation. 

While the small amount of military fiber 
optics business might be seen as evidence that 
the industry is not really important to defense, 
some within die DoD see it as a critical new 
technology for future systems, one in which 
defense could gain tremendously just by exploit- 
ing what has been and is being developed in the 
commercial sector. But DoD has been generally 
slow in adopting fiber optic technology. Pro- 
gram managers have much to lose by inserting 
risky new technologies which may delay sched- 
ules and increase costs, but little to gain because 
the advantages of the substitution will usually 
become apparent only on someone else's watch. 

In the software industry, the divergence 
between government and commercial practices 
has been enough to produce separate defense 
and commercial businesses that often do not 
share technology. The procedures, policies, and 
management of large-scale systems in the mili- 
tary and civilian sectors diverge starting with 
requirements definition, continuing in the devel- 
opment or acquisition of software, and through- 
out the entire life cycle of the software. This 
restricts the flow of leading-edge technology 
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from defense into the commercial sector and 
reduces DoD access to readily available com- 
mercial products. Most of the differences can be 
attributed to the policies, regulations, standards, 
and directives mandated by DoD. DoD software 
requirements are more rigid than their commer- 
cial counterparts. Defense systems tend to be 
overwhelmingly custom built, while commer- 
cial systems will use as much off-the-shelf 
technology as possible. Software companies are 
particularly concerned about data rights, which 
they see as critical to competitiveness. Compa- 
nies are reluctant to deal under DoD restictions; 
in their eyes the government would be taking 
and possibly giving to their competitors the very 
basis of their business. 

International Competitiveness and Uie 
Health of U.S. Industries 

The E)epartment of E)efense has been con- 
cerned for some time about the implications for 
defense of deteriorating competitive positions 
of U.S. manufacturing companies in the interna- 
tional market^ The government is also con- 
cerned from a wider perspective that this trend 
is weakening and undermining the U.S. econ- 
omy. DoD shares the concern that a weakening 
economy and a drain of resources into purchases 
of foreign goods will reduce money available to 
produce defense equipment, but its primary 
concern is the continuing availability of neces- 
saiy items and technology. 

The government does not as yet have a policy 
regarding dependence on foreign sources for 
defense material and technology, let alone a 
game plan for implementing such a policy. The 
Undersecretary of E)efense for Acquisition has 
recommended a plan to bolster defense-related 
manufacturing in the United States.^ ^ The report 



detailing that plan does not make a statement on 
how much foreign dependence is tolerable, 
although it does imply that some is unavoidable. 

The complexity of the problem is illustrated 
by the issue of cooperative development and 
production of defense equipment with the Euro- 
pean NATO Allies. It has been long-standing 
U.S. policy to encourage multinational procure- 
ment of similar defense equipment to foster 
commonality, to get the best equipment into the 
forces of all the Allies, to save money, and 
recently, to exploit a broad multinational tech- 
nology base. In recent years the Defense Depart- 
ment has made great progress in generating 
international memoranda of understanding for 
joint development, with the help of initiatives 
like the Nunn Amendment But as the Europe- 
ans have become more interested in cooperative 
developments, they have also sought a greater 
share in generating the technology and a lai^ger 
market share for their defense industries. Inter- 
est by U.S. companies in joint ventures with 
Europeans has been spurred, in part, by fears 
that several trends in European thinking could 
sharply curtail their sales in Europe. Thus, the 
cooperative programs are a two-edged sword 
helping U.S. sales in Europe while stimulating 
European sales to the United States; and helping 
U.S. defense policy in general, while both 
helping and hindering the maintenance of the 
U.S. defense industrial technology base. Craft- 
ing a workable policy will be a tricky job. 

There are three basic policy choices: 

• demand that anything that goes into de- 
fense equipment be built in the U.S. from 
U.S.-sourced components, taking whatever 
measures are necessaiy to ensure that all 



'"For examples, see Defense Science Bovd. "Report of the Defcme Science Ba«d Tuk Force on Derense Semicanductor Dependency." prepwed 
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the necessary industries are alive and well 
in the United States; 

• let the market dictate which industries will 
be healthy in the United States and look 
only for the best deals wherever they can be 
found worldwide; or 

• choose some industries that have to be 
located in the United States, take appropri- 
ate measures to ensure that, and let the rest 
go with the market 

The first and third require some son of 
intervention in the international economy, either 
supporting the international competitiveness of 
U.S. companies or protecting, supporting, and 
subsidizing U.S. companies that caimot other- 
wise survive. Another approach is to design 
nothing into U.S. defense systems that cannot be 
domestically sourced. But this cuts off a great 
deal of modem technology, a Western strength. 
In making these choices, the United States will 
have to decide how dependent we can afford to 
be, and how much independence we are willing 
to pay for. If the United States demands 
self-sufficiency without taking measures to keep 
U.S. companies alive and competitive, the list of 
technologies available for defense systems is 
likely to decrease as time goes on. 

It will be necessary to decide how to treat 
dependence on various nations. There are sig- 
niffcant differences in being dependent on 
Canada (already defined as part of the North 
American industrial base), Britain, our other 
NATO allies, Mexico, Japan, Korea, etc. U.S. 
and Canadian companies are closely inter- 
twined. Despite the recent controversy over the 
trade agreement and other arguments, we are 
each odier*s largest trading partners. Canada is 
also a NATO ally with a common security 
interest The chances of being cut off from 
Canadian sources either by policy or by hostile 
act are minimal. We are also close to our 
European Allies; much of our defense equip- 
ment is bought to defend them. But we are 
separated from Europe by an ocean, and they 
have not always supported U.S. military actions. 



Other nations are much less tightly tied to the 
United States. 

The high-technology economy is an interna- 
tional one and responds to international market 
forces. These forces are likely to continue to 
move industries offshore despite U.S. efforts to 
will (or legislate) them to stay. In the vast 
majority of cases, defense business is far too 
small to provide the necessary clout, particularly 
when faced with other nations that manipulaie 
their civilian markets to keep their companies 
healthy. Competition comes from Japan, the 
smaller Asian nations — ^Korea, Taiwan, Sin- 
gapore, etc. — and Western Europe. The Europe- 
ans are taking dramatic steps to improve their 
international competitive position, particularly 
in high technology industries. These mclude the 
economic integration of the EC in 1992, and the 
funding and encouragement of large cooperative 
R&D projects. 

Although all industries are different, the 
plight of the fiber optics industry is illustrative. 
While healthy in the United States, it faces 
increasingly stiff competition at home and 
continuing difficulties abroad stemming from 
limited access to foreign markets. Both the 
Europeans and the Japanese are making major 
pushes in fiber optics and photonics in general. 
U.S. technology and production costs are at least 
competitive. But while U.S. producers have 
been laigely excluded from some important 
foreign markets, the U.S. market remains open 
to foreign vendors. Japanese companies can sell 
in foreign markets at low prices because their 
government has discouraged foreign competi- 
tion in Japan where prices are kept artificially 
high. The closed domestic market supports 
overseas competitiveness. 

The U.S. software industry faces a different 
sort of challenge. It is currently strong and 
competitive, but the rapid growth in worldwide 
demand for software threatens to outstrip the 
capacity of U.S. firms to meet it, leaving a large 
opening for foreign firms to penetrate the 
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maiket Japan, France, the United Kingdom, 
Korea, Singapore, Taiwan, and India have the 
capacity to penetrate the global market And 
many of these nations have trade policies that 
either discourage sales by U.S. companies or fail 
to protect the intellectual property rights of 
those companies: '^pirated** software is be- 
coming a major problem. Moreover, the Japa- 
nese are making rapid strides in turning software 
design from art to manufacture, building soft- 
ware factories to increase productivity dramati- 
cally. 



Internationalization of Industries 

Efforts to protect and nurture U.S. companies 
will be complicaied by trends toward international- 
ization in high-technology industries. Examples 
are found in the advanced composites industry 
in which many of the firms that appear to be 
American — because they have American names 
or U.S. facilities — are actually owned by foreign 
companies and in the fiber optics business where 
international joint ventures are used to get into 
otherwise closed markets. International owner- 
ship, vertical and horizontal integration, and 
international siting make it difficult to define in 
any convincing way what an American com- 
pany is. Moreover, the sequence of steps that 
leads to a final product often crosses interna- 
tional boundaries many times and shifts as 
prices and availability of components shifts. Is 
a Pontiac built in Korea any more or less an 
American product than a Honda made in the 
United States or a Chevrolet^yota assembled 
in California from U.S. and Japanese parts? 

Difficulties in identifying U.S. companies 
will produce difficulties in writing legislation to 
protect them or establishing DoD policy to 
encourage the growth of important domestic 
industries. Foreign plants owned by U.S compa- 
nies, U.S. plants owned by foreign companies, 
joint ownership, and joint ventures all offer 
different sets of problems. 



Formulating Policy 

These trends toward internationalization will 
complicate difficult issues that Congress and the 
Administration are already facing. Paramount 
among these is to decide whether the U.S. 
Government will play a major role in encourag- 
ing and supporting U.S. commercial business 
and industry, or whether — almost unique among 
the governments of major nations — it will 
continue to remain more or less aloof, confining 
its activities to a few international trade negotia- 
tions. Other governments encourage the devel- 
opment of commercial technology and associ- 
ated industry, help to foster a domestic situation 
conducive to growth, and support aggressive 
overseas marketing. 

Having decided government's role, the next 
issue would be to define goals. These might 
include: 

• keeping key nondefense manufacture and 
development in the United States, 

• keeping manufacture and development in 
the hands of U.S.-based (or U.S.-owned) 
companies; 

• preserving some portion ofthe U.S. market 
for U.S.-based (or U.S.-owned) compa- 
nies; and 

• gaining access to foreign markets for U.S. 
firms. 

E)efining such goals will entail arriving at a 
working definition of a U.S. company, or at least 
of how location and ownership affect U.S. 
national security interests. 

It would be necessary to decide how lai^ge a 
role defense needs would play in deciding which 
industries are in need of government attention. 
This decision would have to balance the prob- 
lems of foreign dependence against the risk of 
diminished access to foreign technology and 
manufacture. It would also have to consider how 
much the United States is willing to pay to buy 
domestically that which may be available at a 
lower price elsewhere. The lessons of "low- 
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priced oil** from the Persian Gulf are instructive 
here. E)etermining the acceptable degree of 
offshore dependence for defense equipment will 
necessitate deciding the level of componentry 
which DoD would have to specify as coming 
from domestic sources. For example, is it 
sufficient to require that systems or subsystems 
be domestically sourced, or does DoD have to 
assure that some or all of the components are 
made in the U.S.A.? This decision would dictate 
the level at which DoD would need visibility 
into the manufacturing process and have to keep 
a data base on suppliers. 

Whatever the goals are, Congress will have to 
decide what levers can be pulled to make those 
attainable. In most cases, simply controlling 
defense procurement will not be enough to 
influence the industry: it may ultimately lead to 
an inefficient, backward, protected industry that 
is incapable of competing on the world market. 
Such an industry might only be capable of 
providing DoD with obsolete technology or 
overpriced products. The government has the 



option of getting more deeply involved in 
stimulating the development of technology for 
commercial ends, including making govern- 
ment R&D facilities more available and provid- 
ing greater incentives for corporate investment 
Yet another option is to formulate a strategy — as 
Japan and other nations have — for controlling 
access to critical U.S. commercial markets in 
order to preserve and support domestic indus- 
trial capabilities. A third policy lever that can be 
manipulated, but not totally controlled, is the 
cost and availability of capital for conducting 
R&D. Major technological developments are 
capital intensive, with costs measured in the 
hundreds of millions to billions of dollars. 
European and Japanese companies pay less to 
borrow money than do U.S. companies — ^far 
less in the case of the Japanese. This allows them 
to carry on more projects simultaneously, and to 
sell the resultant products at lower prices than 
those of their U.S. competitors, putting U.S. 
companies at a competitive disadvantage. 



NOTE: CopiM of the rtport "Holding tho Etfgo: Malnlatning 
tho Dotonto Itetmology BaM" can b« purchMsd from th« 
Supwimondtnt of Documents, U.S. Govvrnment Printing 
Offio*. WMhington, IX: 20402-932S, QPO ttock No. 052-003- 
01150-6. 



Digitized by 



Google 



335 

Mr. Shaw. Our defense posture relies on designing defense equip- 
ment that is significantly superior in performance to that of a£^ 
potential adversaries, and manufacturing and fielding it in suffi- 
cient quantities. Our ability to design and produce such equiimient 
rests on a broad base of R&D, engineering, and manufacturing fa- 
cilities in both the public and private sectors. Some of these are ori- 
ented primarily to defense work, but many, as we've heard here 
this morning, are not. 

In our reports, OTA pointed out several problem areas and ex- 
plored them in depth. There is a strong consensus on the nature of 
the problems of defense technology and defense manufacturing. 
Again, we've heard some of that already today. Since we released 
^^Holding the Edge", events of great significance have occurred 
both domestically and internationally. These events have, by and 
large, served to bring the problems we identified into focus, and 
have made finding solutions both more urgent and more difficult. 

The first set of problems we identified concerns the way that the 
Defense Department manages its technology base programs and 
the R&D centers that perform much of the work. I'm happy to say 
that in this area we have seen a lot of very significant progress. 
DqD has tc^en the first steps toward making tlus system more ef- 
fective. 

Other problems involve industry, where Government has influ- 
ence, but not control. The Government can plan the type of defense 
induistry it needs, but it cannot simply by funding and other deci- 
sions bring that industry into being. 

Executives of large defense companies have told OTA that they 
no longer consider defense to be a good business. The events of the 
past year have clearly made it potentially much worse. If the gov- 
ernment is to maint^iin the defense base it wants, it will have to 
find some way to influence corporate behavior to prevent the facili- 
ties it needs trom falling victim to sell-offs or shut-downs. First, it's 
going to need some clear idea of what it wants. 

A great deal of what ultimately winds up in defense systems 
originates with companies that do only a small part of their busi- 
ness in defense sales. Here we face tne twin problems of keeping 
these companies interested in doing defense work, and maintaining 
their health in an atmosphere of intense international competition. 

At this level, the civilian industrial base is the defense industrial 
base, and the general industrial problems are defense problems. 
DoD spending^ measured in tens of billions of dollars, has little 
clout out of a total international market measured in trillions of 
dollars. If we are to maint^iin these companies, it will have to be 
done through mechanisms that support their competitive positions 
on the world market. As has been mentioned at least twice already 
this morning, on Februaiy 28th, OTA released its report called 
''Making Things Better: Competing in Manufacturing' and testi- 
fied before this committee on the problems of U.S. manufacturing 
in the global marketplace. 

Supporting U.S. companies, particularly lar^ civilian manufac- 
turers, is greatly comphcated by the globalization of industries and 
of individual companies. Large companies operate on a global scale. 
Where they design, manufacture, and sell is dictated primarily by 
business conditions and not by national identification. 
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Frpm the defense perspective, bu3ning from foreign companies in- 
stead of domestic suppliers means dependence on foreign sources 
and potential vulnerability to denial of foreign supplies for any one 
of a variety of reasons. 

As Senator Pressler mentioned, that holds true for raw materials 
as well as manufacturing. 

While the logic seems clear enough, there are few hard data on 
foreign dependence and less on vulnerability. 

While it would be preferable to have the best sources for every- 
thing be domestic, trying to force that situation can be counterpro- 
ductive and costly. Ensuring that a particular procurement is from 
a specific domestic company can also ensure that that company is 
non-competitive on the international market and could result in 
our armed forces getting second-rate equipment. The guaranteed 
protected market provides disincentives to innovate or to be more 
efficient. 

In some cases, subcontracts go to foreign suppliers even though 
they are not necessarily better qualified than U.S. competition. 
This can arise from the terms of sales by migor U.S. defense corpo- 
rations to foreign buyers. This situation pits the interests of the 
prime contractors against those of the supplier base, and we've 
heard some of that already this morning. National interest lies on 
both sides, since foreign sales help keep the large defense compa- 
nies solvent. It is a complex situation thieit benefits some companies 
while disadvantaging others. 

Certainly not edl the lawet tier suppliers are large manufactur- 
ers that do business on the global high technology market. Many 
are small to medium size companies with a substantial fraction of 
their business in defense. The challenge here will be to keep these 
companies financially solvent, while maintaining the necessary 
technological growth for defense purposes. 

In conclusion, I observe that there are three types of defense 
companies we need to be concerned about — ^the large defense com- 
panies, international dual-use technology producers, and small to 
medium size companies that have an important niche in the de- 
fense market. There are therefore three sets of policies that have 
to be considered. And in all cases these policies are likely to have 
broad implications that extend beyond the defense market. 

Thank you for your attention. 

[The complete prepared statement of Alan Shaw follows:] 
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Hr. Chairman, thank you for this opportimity to testify on OTA's work on 
defense indxistry and technology. Hy remarks today will be based primarily on 
two published reports: 

The Defense Technology Base: Introduction and Overview 

and Holding the Edge: Maintaining the Defense Technology Base 

updated with what we have learned since these reports were released. With 
your permission, I ask that the summary of Holding the Edg e be entered into 
the record. Copies of both reports are available from OTA. Volume 2 of 
Holding the Edg e, the detailed analytical work on which the report is based, 
is now being published and will soon be available from OTA. 

Two basic premises underlie U.S. discussions of defense industry and 
technology. First, our defense posture relies on designing defense equipment 
that is significantly superior in performance to that of any potential 
adversaries, and manufacturing and fielding it in sufficient quantities while 
that technological lead persists. Second, our ability to design and produce 
such equipment rests on a broad base of R&D, engineering, and manufacturing 
facilities' in both the public and private sectors. Some of these are oriented 
primarily to defense work, but many are not. Therefore, decisions made in a 
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. •'S^iriMr of"diff«r«nt policy ar«nas--by various fodoral agoncios and - 
yeongrass tonal conmittaaa--affact dafansa production, whila actions takan to 
inprova dafansa manufacturing can, and do, hava £ar-ranging consaquancas . 



In our raports, OTA pointad out savaral problam araas and axplored them 
in dapth. Much of vhat va obsarvad had baan previously discussad in a long 
sarlas of raports dating back to the 1950s, and has baan repeated since •- 
including earlier in this series of hearings --so it is fa^.r to say that there 
is a strong consensus on the nature of the problems of defense technology and 
manufacturing. Since ve released Holdinf the Edye . many events of great 
significance have occurred both domestically and internationally. These 
events have, by and large, served to bring the problems ve identified into 
sharper focus, and have made finding solutions both more urgent and more 
difficult. 

The first set of problems OTA identified concerns the way DoD manages 
its technology base programs and the R&D centers that perform much of the 
work. In the past several months, DoD has taken the first, significant steps 
toward making this system more effective, partially through Congressional 
prodding and partially on Its own initiative. Of all the technology and 
manufacturing problems, these are perhaps the easiest to solve, because the 
programs and institutions are funded and managed by the government and are 
under its direct control. 
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3 
The other problems Involve Industry, where govemnent has Infltience, but 
not control. The govemnent has a great deal of leverage over coapanies that 
do a major share of their business building defense equipment (or supplying 
those companies that do), but it cannot make business decisions for them. It 
can only provide incentives that heavily influence corporate actions. The 
government can plan the type of defense industry it needs, but cannot- -simply 
by funding and other decisions- -hring that industry into being. 

Corporate executives have told OTA that they no longer consider defense 
to be a good bxisinees. The events of the past year have clearly made it 
%rorse. Large procuiement budget cuts --in the offing for several years --are 
now accepted as inevitable. This has led to companies writing off large 
investments in programs that began in the heady days of defense build up, but 
have now been canceled. Stock prices and bond ratings have fallen, making it 
more difficult for companies to absorb the losses. If the government is to 
maintain the defense base it wants, it will have to find some way to influence 
corporate behavior to prevent the facilities it needs from falling victim to 
sell-offs or shutting down. But first it will need some clear idea of what it 
wants . 

The major tools at the government's disposal are defense spending and 
defense procurement policy. But these diminish in clout as the share of a 
company's business represented by defense sales declines. S.1379 defines a 
defense contractor as "any person who enters into a contract with the United 
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States to furnish matorlals, industrial resourcas, or a critical technology, 
or to parfom services for the national defense." This definition doesn't 
distinguish between a coiapany that does 90Z of its business in defense sales, 
and one that does only IZ. Both of these, and many in between, are vital to 
defense development and production. DoD has a great deal of leverage over the 
former, almost none over the latter. 

A great deal of what ultimately winds up in defense systems originates 
with companies that do only a small part of their business in defense sales. 
Here we face the twin problems of keeping these companies interested in doing 
defense work, and maintaining their health in an atmosphere of intense 
international competition. If these suppliers are to stay available, a 
different set of government tools must be applied. Guaranteeing these firms a 
defense market will be meaningless if that market is only a few percent of 
their sales. This is especially true if it is the large civilian sales that 
bankroll the innovation that produces the technology that DoD needs. And if 
procurement rules are onerous enough, even a guaranteed market may not be 
sufficient to induce them to do defense work. 

At this level, the civilian industrial base ia. the defense industrial 
base, and the general industrial problems are defense problems. DoD spending, 
measured in tens of billions of dollars, has little clout out of a total 
market measured in trillions. If we are to maintain these companies, it will 
have to be done throu^ mechanisms that support their competitive positions on 
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Che %rorld markat. On Febniary 28 OTA released its report Maklny Thiny s 

fifi££firj Comoetiny in Manufacturing and testified before this committee on the 

problems of U.S. manufacturing in the global marketplace. 

Supporting U.S. companies --particularly large civilian manufacturers --is 
greatly complicated by the globalization of industries and of individual 
companies. In the past, it was relatively easy to define and identify a U.S. 
company: it was headquartered in the U.S., did most of its designing, 
manufacturing and selling in the U.S., and- -despite possible foreign offices, 
sales, and investments --identified with and shared interests with the U.S. 
Now companies operate on a global scale. Where they design, manufacture, and 
sell is dictated primarily by business conditions, not national 
identification. A U.S. logo could carry with it very little U.S. ownership, 
and no domestic manufacturing. It could be an asset bought by foreign 
investors simply to gain entry into the U.S. market (particularly the defense 
market) for products that originate elsewhere. 

In this regard, the definition of "domestic source" in S.1379 is 
ambiguous. It can be read as either: (1) a firm that is primarily a defense 
contractor and operates in the U.S. and/or Canada; or (2) a company that does 
most of its defense work in the U.S. or Canada, regardless of where it does 
its other work. The first interpretation would appear to exclude U.S. 
companies that are primarily civil manufacturers from qualifying as domestic 
sources. IBM and GE could be excluded tinder this definition. The second 
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6 
would IncludA larg« foreign nanufacturers that da a little defense 
■amifacturlng for DoD. They could do the R&D (which Ck nnich of what really 
counts) elsewhere, and qualify as domestic sources by having their defense 
production plant here. 

From the defense perspective, buying from foreign companies instead of 
domestic sixppliers means dependence on foreign sources and potential 
vulnerability to denial of foreign supplies for any one of a variety of 
reasons. While the logic seems clear enough, there are few hard data on 
foreign dependence and less on vulnerability. (Hopefully, the process of 
accumulating a data base will get moving under the te?niis of last year's 
Defense Authorization Act.) To complicate matters, there is a "flip side" to 
foreign dependence: exploiting foreign sources means access to foreign 
technology that may be better than what is available domestically. 

However we view it, foreign sourclng is a sign of the erosion of 
domestic sources (althou^ far from an unambiguous sign of disaster). But 
what is cause and what is effect? Does the presence of foreign sources cause 
the erosion of domestic prodtxcers, or is it a manifestation of the decline in 
domestic industry? The answer is often both: DoD may use foreign sources 
because adequate domestic sources are not available, but buying from foreign 
sources then contributes to their competitive position. 
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7 
While it %rould be preferable to have the best sources for everything be 
donestic, trying to force that situation can be counterproductive and costly. 
Ensuring that a particular procurement is from a specific domestic company can 
also ensure that^^iati'ieaaipany is non- competitive on the international market 
and may result in our Armed Forces getting second rate equipment. The 
guaranteed protected market provides disincentives to innovate or be more 
efficient. 

In some cases sub -contracts go to foreign suppliers even though they are 
not necessarily better qualified than U.S. competition. This can arise from 
the terms of sales by major U.S. defense corporations to foreign buyers: if 
you want the sale to country X, guarantee a certain amount of business to 
companies based in that coiintry. This situation pits the interests of the 
prime contractors against those of the supplier base. And national interest 
lies on both sides, since foreign sales help keep the large defense companies 
solvent. Moreover, foreign sales don't always mean lost business for the 
lower tier U.S. suppliers. It can mean sales that otherwise would not have 
occurred. It is a complex situation that benefits some companies while 
disadvantaging others. 

Certainly not all the lower tier suppliers are large manufacturers that 
do business on the global hi^ technology market. Many are small- to medium- 
size companies with a substantial fraction of their business in defense. 
These companies can get squeezed as their principal customers --the large prime 
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contractors- •aake dtala. The challengo hore Is to keep these companies 
financially solvent, while maintaining the necessary technological growth for 
defense purposes. 

In conclusion, I observe that there are three types of defense companies 
we need to be concerned about ••large defense companies, international dual -use 
technology producers, and small to medium size companies that have an 
important niche in the defense market. There are therefore three sets of 
policies that have to be considered. And in all cases these policies are 
likely to have broad implications that extend beyond the defense market. 



Thank you for your attention. 
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9 
In this addendum to my statement, I address the four questions contained in 
your letter of invitation to testify. These answers are based on OTA 
analysis, and are not statements of personal opinion. 



1. Is the current system for gathering and assessing data on the extent of 
foreign dependence among prime contractors and subcontractors of defense 
materials adequate? 

OTA has searched long and hard for data on foreign content In 
defense systems. While there Is much anecdotal information and oplnioi. 
about foreign dependence, there are, in our experience, surprisingly few 
hard data to back it up. There is also little in the way of accumulated 
data bases on which to base any broad picture. Our sources Include 
executives of large corporations who are sure that foreign content is so 
pervasive that it would be futile to try to eliminate it, as well as 
laboratory and project personnel who claim that some programs just 
wouldn't work without foreign technology. 

The only deep analytical assessment I am aware of was done a few 
years ago at the National Defense University. It is limited to a few 
systems. We have queried several large prime contractors and found them 
\inable (perhaps unwilling, but most likely unable) to provide data on 
foreign content of specific systems. 
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One reason this Is so is that hl^ technology components, 
pervasive in defense systems, are quite often commodities on the 
international market. For example, the chips that go inside the cans 
that ate attached to the circuit boards that form the basic circuitry of 
Just about everything that processes data come from a variety of sources 
on the international market. Lots are bou^t from several suppliers and ' 
mixed. It is very difficult for the radar processor manufacturer to 
know Where the chips come from. 

!toreover, even if ve knew the company that sold the chip, we 
wouldn't necessarily know where it was made. And if we knew where it 
was made we migjht not be able to say unambiguoxisly whether it was 
domestic or foreign. It could, for example, be manufactured by a U.S. 
company in Mexico of U.S. design (or Taiwanese design) , or could be 
manufactured in the U.S. by a Japanese company. 

2. Hi^t foreign firms become the sole source of certain equipment or 
technology vital for national defense? 

This is a distinct possibility. It is precisely fear of this 
happening in the vital and pervasive area of semiconductors that led to 
the Defense Science Board report on that topic. In our analysis we 
looked in some detail at the advanced composites industry. Advanced 
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coaposltes ar« a major n«w materials tachnology, and tha industry 
ctirrently sells primarily to defense companies. But a large number of 
the companies in the market here are, in fact, foreign companies. 

3. Can the government foster the development of domestic defense -related 
technology dir-ectly through funding programs, or indirectly through 
encouraging industrial cooperation? 

This is a very complicated question. The government does foster 
domestic defense technology directly throu^ funding programs now, and 
in a major way: this is what DoD's technology base programs primarily 
are. This will work, and has worked in the past, in the development of 
technologies that only defense is interested in. It is probably the 
best way to encourage the development of "leading edge" technologies. 
But direct fxuiding works less well in the case of technologies for which 
there is a civilian market and international indxistrial competition. 
Again, semiconductors provides a good example. The amount of money DoD 
can allocate to these developments is not large compared to what the 
industry puts in worldwide. So DoD won't swing the balance. 
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But DoD can skew the efforts of U.S. companies, and that may be 
ultimately counterproductive. The example xisually cited is that of 
numerically controlled machine tools, which DoD fiinding started. 
However, DoD funding later led U.S. manufacturers away from competitive 
developments and in directions dictated by military programs. 

This said, DoD often does have special needs, and has to stimulate 
the technology to meet those needs. Radiation-hardened microchips are 
an example. But DoD often sets standards different from those of the 
commercial markets for items that otherwise could be common between the 
two. In this case, building to DoD standards undermines competitive 
position and ultimately erodes the base. 

Joint programs, as encouraged in S. 1379, constitute a mechanism 
that has gained much favor recently. From the government's perspective, 
it is a way to get companies to pool resources in the pre -competitive 
stage rather than duplicate work and waste their assets in needless 
competition. It is what is done by the competition in other nations. 
The unanswered question is whether it would work among U.S. companies. 

4. Are the current mechanisms for transferring high technology defense 
research into civilian applications adequate? 

OTA has not examined this question. 
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The Chairman. Very good. Senator D'Amato has joined us. Sena- 
tor D'Amato, did you have a comment to make? 

Senator D' Amato. Mr. Chairman, I'd just simply like to submit a 
statement for the record as if read in its entirety. 

The Chairman. We will make it part of the record. 

Senator D'Amato. Tlmnk you, Mr. Chairman. 

[Committee insert of Senator D'Amato's opening statement fol- 
lows:] 

STATEMENT BY SENATOR ALFONSE D'AMATO 

Senator D'Amato. Mr. Chairman, today, the committee continues 
its consideration of S. 1379, th Defense Production Act Amend- 
ments of 1989, a measure designed to arrest the erosion of the criti- 
cal defense industrial base of the United States. 

The committee has received testimony from numerous witnesses 
who have painfully and poignantly dramatized the problems this 
country faces in maint£dning its ability to provide a sustained and 
sustainable industrial base. It is a fact that America must main- 
tain certain domestic manufacturing and industrial capabilities if 
she is to assure a vigorous, independent defense posture. While no 
one suggests it is an easy task, we all agree that it is a task we 
must undertake. 

Who can imagine an America without shipyards, an America 
without ball bearing plants, and an America without a machine 
tool industry? What kind of country would allow itself to become 
dependent on overseas suppliers to provide for the first responsibil- 
ity of government — the common defense, or to allow her capacity 
to modernize to be held hostage? And how can we as Members of 
Congress permit the United States to sink from great power to 
paper tiger? It is inescapable — America's manifest destiny is at 
risk. 

Let me thank Chairman Reigle for scheduling these hearings and 
Senator Dixon for his stewardship of this measure. I look forward 
to hearing the testimony of today's witnesses. 

Thank you, Mr. Chairman. 

The Chairman. Let us start down through here. Mr. Koontz, you 
mentioned that Japan has initiated a billion dollar rese€urch effort 
to develop new manufacturing computer-controlled technology. 

How extensive is the Japanese Government financial assistance 
to manufacturing R&D and how does it compare with the U.S. Gov- 
ernment's efforts? 

Mr. Koontz. Well, on the last question, we have made a report, 
the National Center for Manufacturing Sciences, related to what 
Japan spends and I just got this by way of fax to get the actual 
facts. They spend somewhere in the area of $87.6 billion on non- 
military R&D tools and industrial equipment. 

This came out of an interpreted Japanese passage called "Basic 
Research Facilitation Law of 1985" as to what they were going to 
do relative to key technologies. It goes on about low-interest loans 
and whatever. We have submitted that to one of your staff, so this 
is on the record. 

The Chairman. How do we look by comparison? 
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Mr. KooNTZ. As far as direct dollars that I am aware of that is 
directly oriented towards manufacturing technology in the Defense 
Department for manufacturing facilities — facilities meaning ma- 
chines, tools, whatever it might be — new process — is from the Man- 
Tech program, which is about $200 million, which is actually pea- 
nuts as compcu^ to Japan. 

The Chairman. $200 million would not even— it's hardly even a 
measurable fraction of the $87.6 billion. That's for civilian R&D in 
Japan? 

Mr. KooNTZ. That is just civilian. What they do militarily, I 
don't know. They don't do much militarily. 

The Chairman. Yes. They get us to do it and then we get into 
sharing arrangements, and as a result they get R&D information 
at a lower cost on the learning curve. We do the frontend work and 
they get the ride on the technology. 

Mr. KooNTZ. You asked me the other question about this intelli- 
gent manufacturing. There is a petition going around in the United 
States from Japan, who is getting all of our industries excited, 
about that they would put a billion dollars up to get involved in an 
intelligent manufacturing system program whereby we supply the 
know-how and/or the facilities and, of course, they reap the results. 
This is one area where we still dominate, this intelligent manufac- 
turing, whether it be software or whatever. 

I, obviously, am not in agreement to that at all, that we should 
get involved in those kinds of things, because the money side of it 
is the cheap side. Giving up our know-how and last stronghold 
should not be done. 

The Chairman. Let me ask you, on page 3 of your testimony, as 
a follow-up to that, you express concerns about our growing de- 
pendency on foreign products to meet critical defense needs and 
you state the following: 

It was just about a year ago when Hitachi purchased Cer€u;lad Corporation. Cera- 
clad was a critical supplier of advanced, fourth generation ceramic chip carrier tech- 
nology to the Department of Defense. This is integral to our avionics needs. Since 
the purchase, Hitachi has transferred all intellectual property, know-how, etc., to 
Japan and shut down Cer€u;lad. 

That's a pretty powerful illustration. Do you have any knowledge 
whether that sort of purchase and transfer of technology out of the 
country is occurring frequently? 

Mr. KooNTZ. That's the one obviously that I can point to which 
was written about in the "New Technology Week" of an example. 
Obviously, in my own industry, I believe this to be going on. Obvi- 
ously, the Japanese are buying American machine tool companies 
and/or actually establishing plants in this country which in es- 
sence is okay, but obviously the idea of it is is to gather what tech- 
nology is left, going back even to the program I just talked about — 
they are offering a billion dollars, which sounds fine. We ought to 
take that billion, but what they really want is our intelligence 
manufacturing capability, which is the last stronghold of this coun- 
try. 

So there are a couple of examples, but to say for a fact — this one 
is for a fact, it's printed, and I believe you do have a copy for the 
record. 
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The Chairman. Just finally in that area, do you think the Exon- 
Florio provisions of the DP A need to be amended in any way? 

Mr. KooNTZ. At this point, I am not familiar enough to answer 
that question. 

The Chairman. OK. If you or the others could take a look at 
that, if there are any suggestions to be made in that area, that 
would be helpful to us. 

Let me yield to Senator Heinz now. 

Senator Heinz. Mr. Chairman, thank you. 

One of the issues that we are addressing here is the transfer of 
technology by what you might call artificial means abroad. There 
are a lot of ways of having that happen. It was the centerpiece of 
the FSX and the Korean fighter program debate where Korea in 
the latter program this finally required or demanded a very, very 
large offset. Many of us in Congress objected to that. The Departr 
ment of Commerce and the Department of Defense got deeply in- 
volved, and it was substantially reduced. 

A general question. Are the kinds of offsets that foreign govern- 
ments, directly or indirectly try to levy on you, particularly as a 
prime contractor — Mr. Paul and Mr. Koontz — are those a problem? 

Mr. Paul. Well, I think, Senator, that there are times when off- 
sets do pose some problems. There's no question about it. I think 
that the effects that we had in getting the requirements reduced in 
Korea were helpful. 

Where there are only United States contractors competing in a 
country, we have the ability to use leverage to drop and drive those 
requirements down. It's kind of a marketplace issue. But when we 
are up against foreign competition, let's say for example, the 
French or someone eLse, in such a competition, the market forces 
do take place. 

Senator Heinz. What you're sa3dng is that the French can cut 
you out by cutting a deal? 

Mr. Paul. That's right. Now take the case, for example, as we 
face in the aerospace industry, as I said earlier in my testimony, 
we have 1.3 million people in our industry. We talk about work 
forces, but here's a work force that's highly trained in high tech- 
nology. If it drops off because of the defense spending, we want to 
fill that gap and there will be a tendency to fill that gap with more 
trade. We have to find the market forces that allow us to get more 
than we give and that's almost on a case-by-case basis. 

Senator HmNZ. Mr. Koontz, do you have anything to add or do 
you substantially agree with Mr. Paul? 

Mr. Koontz. No, I do not have any personal experience with any 
negative effects of offsets. 

Senator Heinz. Mr. Dudon, do you have any experience with this 
issue? 

Mr. Dudon. No, not at all. We are a small manufacturer and we 
don't deal overseas as far as of&ets, but I do know the of&ets di- 
rectly affect us as a small business. We lose a lot of business be- 
cause of that. 

Senator Heinz. I'm going to have a question for you on that in a 
second. 
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I gather the position, Mr. Paul, that AIA would have is you 
would favor multilateral negotiations on the issue of ofbets with 
our NATO allies? 

Mr. Paul. Let me just say that depending on what happens is, if 
we could all collectively find some way in which offsets were going 
to be dropped, I think everyone would feel a lot better about it. But 
I don't believe that any thoughtful people who have dealt in this 
issue as I have for so many years believes there's any prayer of a 
clmnce of that working. 

Senator Heinz. Do we know that? Has anyone ever tried to raise 
it? 

Mr. Paul. Yes. I think that there's a great deal of effort that has 
gone on to try to jawbone, if you will, or try to find ways of having 
multilateral agreements, but 

Senator Heinz. By whom, when? 

Mr. Paul. By members of our Defense Department going abroad 
and having collective discussions. But I'm not sure that there is a 
formal 

Senator Heinz. May I give you a different impression? It's been 
my impression that our Defense Department is often so interest- 
ed — and this is going back over the last 10 or 15 years — in trying to 
persuade our NATO allies to buy an American piece of equipment 
for NATO and all NATO forces that they agree to anything in the 
way of offsets to accomplish what to them is kind of a standardiza- 
tion and prestige kind of goal. 

Mr. Paul. I haven't quite seen that in the last few years. Sena- 
tor. 

Senator Heinz. But over the last 10 or 15 years, I think you 
would admit that it certainly was there. 

Mr. Paul. Perhaps, but I think the situation we find ourselves 
today in is wishing that we could get even more involved with the 
government to support our exports rather tlmn less. 

Senator Heinz. Let me ask Mr. Dudon. The prime contractors ob- 
viously end up with the prime contracts. The subcontractors, such 
as yourself, end up with the smaller subcontracts and, in a sense, 
the prime contractors are somewhere between conflicted or really 
not particularly concerned with the kinds of effects that offsets 
have on subcontractors. If they simply have an effect on prime con- 
tractors, I imagine they're quite concerned. 

Could you tell us a little bit about the extent to which offsets 
which might cost subcontractors jobs and technology and even 
their survival are a problem? 

Mr. Dudon. Well, first of all, I don't get to deal with the prime 
contractors directly, the gentlemen who are negotiating the con- 
tract, but I really think they feel the offsets are hurting small busi- 
ness. I don't think they go into this tr3dng to give things away just 
because they want to give them away. And I understand that tiiey 
want to sell. Everybody wants to get that order and they want to 
get working. A lot of jobs depend upon that. But by them giving 
away so much — and a lot of that is the work that small subcontrac- 
tors as m3rself or the other 3200 members of the National Tooling 
and Machining Association are involved in — is making our indus- 
try erode away. We are losing technology. We are losing skills. 
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People are not entering into the business because new jobs are not 
being created. They are being moved overseas. 

Senator Heinz. Let me ask Mr. Paul and Mr. Koontz if they 
agree with that statement. 

Mr. Paul. I thmk that there are clearly some cases where 

Senator Heinz. He's not saying some cases. He's saying there's a 
lot of it going on. He's saying there's a trend. He's saying it's a 
problem, and you deal with all kinds of subcontractors, so you are 
an authoritative person and so I would appreciate ^e most au- 
thoritatively possible answer, not just a "Well, once in a while here 
and there." 

Mr. Paul. That's right and that's what I'm trying to say, Sena- 
tor. Actually, in my experiences, extending over 20 years with 
intemationsd trade, it is some cases; not most cases. And in fact, 
what really ends up happening in this business is that what we 
really usually give away is the production line. If you lode at what 
in fact the contractor has, he has 50 percent of his business is sub- 
contractors and what ends up happening is that most of the work 
is not given away. What's given away usucdly is assembly work on 
the production line because it's easily transferring tools and so on. 

I'm not saying that in some cases they don't get hurt. They do. 
It's a very complex issue. But it really hits the primes as hard as 
anyone. 

Senator Heinz. Mr. Dudon, how would you react to what Mr. 
Paul said? It's a pretty interesting debate. I thank you both for 
being here. 

Mr. Dudon. If they are giving away in fact assembly work, then 
that is directly affecting the members of the National Tooling and 
Machining Association because there are members who are in- 
volved in assembling aerospace parts. So those are the kinds of 
things that are being sent overseas and it is costing jobs. 

Senator Heinz. So what that affects are the people who supply 
the machines to the assembly shops. Is that what you're sayingr 

Mr. Dudon. Well, the way I understand it is that the parts are 
being put together over there. The parts still midit be manufac- 
tured here, but they are being assembled over in Turkey or wher- 
ever that might be, and there are companies here in tihe United 
States that specialize in just assembling parts. 

Senator Heinz. Mr. Koontz, you've been lucky. You stay out of 
the line of fire here. Do you want to add an3rthing? 

Mr. Koontz. I agree with both of them. In some instances, yes, 
such as tools and dies, there's no doubt they get hurt. Eveiy time 
we lose one percentage of market share that was in the United 
States and goes overseas, you are applying one more nail in the 
coffin of small business in the Unitea States because they cannot 
react to the markets over there, especially in Japan who has a 
closed market in general, or small tool shops or machine tools or 
whatever it might be, and/or it's very expensive to go over there to 
counteract these kinds of businesses. 

Fifty percent of my own business now depends on Korea and 
China and I can tell you it's a lot more expensive to operate over 
there than it was going to Detroit. Not that I mind going, but it's a 
lot more expensive to operate. But we have had to do it and are 
doing it, so in essence, some of it is being done. In his case, I would 



Digitized by 



Google 



355 

say tools and dies, they are in trouble because they are very labor 
intensive and once someone has the technology on how to manufac- 
ture a mold or die. So in his case, he's right. 

Senator Heinz. I thank you. My time has expired. 

The Chairman. Senator Shelby. 

Senator Shelby. Thank you, Mr. Qiairman. 

How important is the cost of capital to you and the differential 
between what you pay for capital versus what the Japanese are 
paying, the Koreans, and the Common Market people? Mr. Koontz, 
do you want to comment? 

Mr. Koontz. Sure, Til comment. I don't know that it's — I've seen 
some debates here recently that the cost of capital is not all that 
much greater here in the United States than it is in Japan. I think 
it's really the lack of capital, not what it costs. 

This same article I was referring to, the Ernst & Young survey, 
actually went down a little further, which I didn't have time to 
comment on. It says that all small businesses, whatever small busi- 
ness is, needs another $3 million, each business, in order to just op- 
erate in the next 5 years, let alone do any meaningful technological 
research. 

Senator Shelby. Let's pick up on the term "lack of capital" now. 
If capital is available in the international marketplace, what do 
you mean by "lack of capital?" Do you mean that the lenders 
aren't loaning to small business because there's a risk there or 
what? 

Mr. Koontz. I think you could say that at the present time. It's 
very difficult for a small business, as you know, with the banking 
problems — and you're the experts at that — they are going to look 
very closely at any business that's lost money in the last 5 years or 
1 or 2 years, and you can pretty much bet that nine out of ten 
small businesses have lost money in the last 5 years. So basically, 
they are not getting it. 

I really want to elaborate that lack of capital thing. Also with a 
lack of market share, margins have been small and so there isn't 
any extra surplus capital to do any risk research, which I find 
myself in that case. 

Considering my business, we've been a successfiil company. I 
haven't lost money in 33 years. The margins I'm making in the 
last — since 1933, to be exact — with the margins I'm making today, 
I'm not about to take — you say, well, it's a little amount — but a $3 
million or $4 million or $5 million risk to build a new machine that 
I'm not sure I can capture the market or whether or not I'm going 
to be outflanked by a foreign competitor. So I won't take that risk. 
I will go to a foreigner and try to get cheap technology by buying it 
from the Germans. 

One point on what's happening here which scares me, I buy the 
technology from the Germans, import the iron, and I sav I'm going 
to Americanize it. How am I going to Americanize it? I m going to 
put on a Japanese control drive or whatever, but I'm not so sure 
what I'm doing any more basically because the whole machine 
ends up being a Gennan-Japanese jnachine basically, with me only 
taking the risk in the middle of marketing it and trying to.^sell it. 
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Senator Shelby. Of course, they are playing by different rules as 
far as our antitrust laws are concerned, aren t they, both in Japan 
and in the Common Market? 

Mr. KooNTZ. That's what I'm saying. It's the lack of capital, that 
I can't take the risk any longer. Ive got to join forces with foreign 
competitors to do what I have to do. 

Senator Shelby. How important is it for us to relax the antitrust 
requirements that are out diere, or restrictions I should say? 

Mr. KooNTZ. I think it's very important. That's the only answer. 
Part of my answer was that we are migrating towards consortia in 
one way or the other and that's going to be the way of the future. 
Our competitors are using that, Japan and Germany. Both are 
well-founded in the areas of cooperation and collaboration and we 
sit here with a bunch of "mom and pop" shops operating independ- 
ently, fighting amongst ourselves basically, whether it be compa- 
nies and/or government and industry, and waiting for the second 
shoe to drop. It's got to change. 

It is changing. Some 150 consortiums have put together their act 
recently and you're talking about the IBM buying — that's a great 
thing for that to have happened. They saved that company in some 
form or the other — not the company, but the technology. So that 
trend has to be continued. It has to be fostered and it needs money, 
with the long term being that we're going to save money because 
what we're recdly saying is that the Government will have to put 
some seed money up, but in the long term we are going to try to 
find a way of jointly spending private money, Government money, 
and then leveraging that into other monies, depending on the 
project, in a four or five-fold way and still maintaining our defense 
and national security capability but really reducing costs in the 
long run. We've got to reserve our capital. 

Senator Shelby. Dr. Shaw, do you want to comment? 

Mr. Shaw. On which one? 

Senator Shelby. On the capital requirement. 

Mr. Shaw. As Mr. Koontz was answering the question 

Senator Shelby. The cost of capital here versus Japan or the 
Common Market. 

Mr. Shaw. Yes. I opened up to the relevant part of "Making 
Things Better." I didn't write this report, but I think it does a very 
good job of discussing the whole issue of the cost of capital and the 
availability of capital wMch are, of course, tied together. 

Not only is there more capital available in Japan than there is 
in the Umted States for investment 

Senator Shelby. But at a lower cost. 

Mr. Shaw. It's at a lower cost because there is more available 
and because the Government has policies specifically oriented 
toward making it available to companies. That's the key point and 
that's where the availability and the cost tie together. 

Senator Shelby. So it's earmarked for the company then? 

Mr. Shaw. Yes. 

Senator Shelby. Set aside. How much of the machine tool busi- 
ness—I guess that's what I would call it— have we lost to foreign 
competition in the last 10 years in the United States? You were 
talkmg about buying a German machine and then part of it firmn 
Japan. What percentage of our machine tools are we importing? 
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Mr. KooNTZ. Well) at present machine tools are made up of two 
different sectors, one being the standard machine tool area which 
is what I call the parts the defense industry uses more of— the NC 
machining centers, lathes, other various things we call machine 
tools, rd say we've lost 85 to 90 percent of that business and the 
trend is down. 

Senator Shelby. Who to? The Germans? 

Mr. KooNTZ. Mostly it's Japan, but it's a combination. It could be 
anybody in the future. Korea is beginning to make inroads. You're 
seeing machine tools. Undoubtedly, we are going to get iust 
swamped by the Eastern bloc now that they have opened their 
markets because they have some good machine tools obviously in 
East Germany, Hungary, Czechoslovakia. The basis of their econo- 
my has been machine tools. A lot of it has been machine tools. 
We're going to get swamped. 

Senator Shelby. How do we break the cycle, though? What 
comes first? You start depending on a foreign source, either as a 
subcontractor that makes a part or makes a whole machine, and 
then this puts somebody else out of business here. They're not able 
to compete. They are not getting the business. They don't have the 
research. They don't have the money. What happens? Isn't it a 
snowball effect? 

Mr. KooNTZ. Well, without making a drastic clmnge in the way 
we develop technology or advance the development of technology to 
stay at least a step ahead is our only answer in saying we can offer 
both right here in the country a two-year lead in advanced technol- 
ogy products, there's no hope because our products begin to look 
just like theirs if we're not moving ahead, at least 2 years ahead. 

Senator Shelby. We're behind the curve and we will stay behind 
the curve? 

Mr. KooNTZ. Absolutely. And the only wav to come out of that 
with lack of capital is consortia, and that s what the National 
Center for Manufacturing Sciences is all about, to try to keep a 2- 
year lead. We've got some good programs going. We've got the next 
generation controller going with some Man-Tech money and pri- 
vate money and public money. That's to try to overcome the Fanic 
world class controller, which is dominating the world today. We've 
got some projects going on distributed lasers. Many projects that if 
and when they are pushed forward, with the amount of money, we 
can again reach a point where we are 2 years ahead of the competi- 
tion. 

Senator Shelby. Mr. Paul, you haven't had a chance to comment. 
Mr. Chairman, would you let him comment? 

The CHAiRBiAN. Take your time. This is a very important line of 
questioning. 

Mr. Paul. Senator Shelby, I think you've hit on a very crucial 
point on the cost of capital issue. 

The cost of capital— in fact, if you really step back, the biggest 
problem I believe we face in the aerospace industry is that we are 
now in more debt than we've ever been before. The ratio of debt to 
equity in the aerospace industry 

Senator Shelby. In more debt and in a shrinking market, too. 

Mr. Paul. That's right. So if you find yourself in a position 
where now you're consuming cash rather than producing cash, you 
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now are in a problem of not being able to invest in yourself. It's 
cash that's important. 

Now if you have to then go out and find capital and compete 
abroad, there's absolutely no question that our cost of capital is far 
greater tlmn the cost of capital to anyone else abroad — I shouldn't 
say anyone else — at least the combined Europe and Japan. 

The other part of that issue is, if you look at partictdarly defense 
products, if you want to export defense products, you cannot find 
favorable financing guarantees that allow you to compete in that 
regard. 

So I think the capital issue is going to be the lead issue we are 
going to be facing. 

Senator Shelby. Mr. Dudon, you have not had a chance to com- 
ment. You're a smcdl businessman and you know what the cost of 
capital is. You know the problems of the antitrust restrictions. Do 
you want to comment? 

Mr. Dudon. Yes. I agree with what Mr. Paul said. The capital is 
available. The ability to pay it back is the problem. You can get the 
money, but you just don't have the money to pay it back. 

When it comes to the antitrust laws, I've said this many times, 
for years we had grocery stores on everyone's comer but the gro- 
cery stores have disappeared. We used to have a little drugstore on 
all the comers where you could go buy your prescriptions. They 
have disappeared. The small town bank has disappeared. They 
have all been gobbled up. The small go away. The big get bigger. 

The same thing is going to happen to the tool shops. We need 
help because we're going to either get gobbled up or we're going to 
disappear. 

Senator Shelby. Thank you. 

Thank you, Mr. Chairman. 

The Chairman. It's a very important line of questioning. This 
cost of capital issue is a very complex one because I hear you 
saying, Mr. Dudon, that you get the money but you can't pay it 
back. Of course, if you take that around the cycle, it doesn't take 
too many people who get it and can't pay it back before the lenders 
then say on the next go-around, ''Sorry, we're not going to lend you 
the money." As Senator Shelby says, you've got shrinking market 
demand now for some of these products because of the squeeze 
that's on and the change that's taking place. 

It leads me. Senator Shelby, to the view that we need to think in 
terms of a sort of team strategy. The United States in years past 
really prospered because we had this wide open competitive market 
situation, whether it was a grocery store on every comer or a phar- 
macist everywhere. 

Senator Shelby. Mr. Chairman, if I could interject, if you would 
3deld, we were a creditor nation and we had our own capital. 

The Chairman. That's exactly right. And we were in great 
shape. We were in great shape in terms of financicd resources and 
we had a bounty of other resources. We had oil. We had natural 
gas. We had plenty of land. We didn't get devastated during the 
war. Other countries did. We had a good public education system 
for a long period of time. We had a wonderful entrepreneurial 
system so that firms like yours, Mr. Dudon, in Dayton and all over 
this country were able to spring up and do things, and we got the 
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wonderful benefits of the competition and the diversity and the en- 
trepreneurial drive. And that's still a central part of our success 
today and our success in the future. 

But now the global economy is matching us up against other 
kinds of teams. So now what's happening is sort of "Team Amer- 
ica" is going down the field against "Team Japan" and "Team 
Europe" and "Team Taiwan" and "Team Korea'\ That's a differ- 
ent ballgame. The rules of that game aren't working so well with 
respect to us. The trade accounts show it. The theft of technology 
and the violation of our patent rights show it. 

So we've got to develop some streamlined thinking. We've got to 
have consortia arrangements. Government and business and labor 
have to form honest-to-God partnerships. We've got to think as a 
team, work as a team. We've got to make a series of structural ad- 
justments I think with respect to cost of capital and other things 
that can really give us the input side of the strength so we can go 
out and be innovative and really challenge t^ese intemationcd 
competitors. 

The idea that we can do it without a plan, without talking with 
each other, without having some kind of a national scope to this, is 
nonsense. We can't do that because that's not what we are matched 
against. We are matched against national strategies from abroad 
and the notion that we're going to be able to meet that, witih the 
absence of a national strategy in this country, despite our history, 
is just nonsense. The numbers show that doesn't work. 

So in terms of the trade and debtor nation circumstances that 
Senator Shelby points out, we have got to find a way, without 
abandoning thiat entrepreneurial spark and that competitive ad- 
vantage and all the benefits that provides. We've got to find a way 
to really consolidate our strength and pick targets. This isn't pick- 
ing winners and losers. It's picking targets of areas where we want 
to excel as a nation and then really focusing our efforts there and 
working with one another and then we can get there. 

I think we are in an intemationcd economic war in effect. It's a 
different kind of a war than the one we faced in the 1940's and late 
1930's, but in a sense it's more difficult because WW 11 is an easier 
one to understand. With this one we tend to sleep a lot longer 
before we figure out that we're in an eroding position. 

I've got a number of questions. I'm going to go back to Senator 
Heinz and then I'll take my questions at the end. 

Senator Heinz. I just have a very brief question, Mr. Chairman. 

This is for Mr. Paul. Mr. Paul, earlier I was asking you about the 
extent to which offsets were a problem, and you indicated, in effect, 
only sporadically or once in a while and that it was mainly a ques- 
tion of assembly. 

I've got here some statistics from the Executive Office of the 
President. I guess they come from 0MB. They are entitled "Offsets 
and Military Exports, December 1988." It has entries for co-produc- 
tion, license production, and subcontractor production under direct 
offsets; and under indirect offsets the same kind of entries. 

As I understand what you've said, co-production, which is the as- 
sembly, is the problem. Is that right? 

Mr. Paul. Yes. That is the mcgor source of offset arrangements. 
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Senator Heinz. According to this report, it is a mcgor source of 
offsets, but it is by no means the most important. According to this 
report in 1987, which appears to be a reasonably representative 
year, there was roughly $242 million of offsets due to co-production. 
But there was nearly twice that amount, $402 million, in subcon- 
tractor production. And as to indirect offsets, there was nearly four 
times the co-production amount, $878 million. 

Now what that suggests to me is that subcontractor production 
offsets are a huge problem compared to the assembly operations 
that you said were the main problem. 

How do you account for that discrepancy? 

Mr. Paul. That surprises me, sir. As far as the indirect side, of 
course, we were just referring to the direct side. 

Senator Heinz. Well, let's just talk about the direct side. By the 
way, that's been a pattern all along for the last 5 or 6 years. 

Mr. Paul. What I'm speaking to is the aerospace industry. As far 
as the aerospace industry, I would be extremely surprised if that 
was the ratio. I would have thought that that was substantially re- 
veraed in the case of us. There are some different definitions of 
subcontractors. 

Senator Heinz. I don't have the breakdown, but my guess would 
be that an awful lot of this would be aerospace. 

Mr. Paul. Well, maybe we'd like to respond to that and have 
that study and take a look at that. 

Senator Heinz. Would you? 

Mr. Paul. Yes. 

Senator Heinz. This is a public document. 

Mr. Paul. Absolutely. We would like to. 

Senator Heinz. We would appreciate your evaluation of it. Let's 
find out whether that would cause you to change your observa- 
tions. 

Mr. Paul. We would be pleased to. 

(The following material was subsequently submitted for the 
record:] 
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Wiliiann F. Paul 
Senior Vice President 
Washington 



April 10, 1990 

Honorable Donald W. Reigle, Jr. 

Chalman 

Committee on Banking, Housing and 

Urban Affairs 
United States Senate 
Washington, D.C. 20510 

Dear Mr. Chairman, 

I am submitting this letter in response to the Committee's 
request for further information in reply to a question asked of 
me by Senator John Heinz at the Committee's hearing on the 
Reauthorization of the Defense Production Act, held March 22. 

Senator Heinz asked that I explain an apparent discrepancy 
between data reported in 0MB 's 1988 Report on Offsets in Military 
Exports and my remarks to the effect that the larger part of 
offsets involved assembly work transferred overseas by the 
original prime contractor. 

As I indicated in my response to Senator Heinz at the hearing, 
"There are some different definitions of subcontractors." 
(Transcript at p. 60.) The 0MB Report bears this out. The data 
referred to by Senator Heinz in his question appears in Table 8 
at page 18 of the report. Under the heading "Direct Offsets" are 
several categories, including "Coproduction" , "Licensed 
Production", and "Subcontractor Production". These categories 
are defined in the Report on pages 3 and 4. 

The definitions given are as follows: 

" Coproduction — Overseas production based upon 
govemment-to-government agreement that permits a foreign 
government(s) or producer (s) to acquire the technical information 
to manufacture all or part of a U.S. origin defense article. It 
includes govemment-to-government- licensed production. It 
excludes licensed production based upon direct commercial 
arrangements by U.S. manufacturers. 

" Licensed production — Overseas production of a U.S. origin 
defense article based upon transfer of technical information 
under direct commercial arrangements between a U.S. manufacturer 
and a foreign government or producer. 

" Subcontractor production — Overseas production of a part 
or component of a U.S. origin defense article. The subcontract 
does not necessarily involve license of technical information and 
is usually a direct commercial arrangement between the U.S. 
manufacturer and a foreign producer." 

The first problem stems from the definition of "coproduction." 
Senator Heinz and I during our dialogue were using "coproduction" 
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in its generally accepted sense of sharing work in producing the 
item in question. The 0MB Report uses the term to define a 
government-to-government arrangement under which a foreign 
partner is set-up, just as in a commercial joint venture. The 
term "coproduction" as used in the OMB report does not cover work 
subcontracted out from a prime contractor's own assembly line. 

The term "subcontractor production" therefore only refers to a 
specific form of contract by which work is undertaken overseas. 
It does not refer to how the work was performed in the United 
States. AIA staff has confirmed this with the study's authors, 
who also indicate that respondents to the questionaire often 
noted that much of the work which was placed offshore in the form 
of subcontracts was work which the prime contractor would 
otherwise have done in his own production facilities. 

In summary, I do not believe that the OMB Report on Offsets in 
Military Exports addresses the concern raised by Senator Heinz. 
Nor is it likely that a questionnaire aimed at prime contractors 
and limited to offset practices will be able to do so. When the 
study questionnaire was drafted by government, industry advisors 
warned that this would be the case. Each offset is so different, 
and each product and contractor so varied in what percentage of 
work is normally done in house as opposed to subcontracted out, 
that data aggregated from such questionnaires will be confusing 
and misleading. 

For that reason AIA has proposed addressing the problems 
associated with lower tier subcontractors by examining 
subcontractors, not primes, and looking at the full range of 
problems which affect them, including offsets. AIA members, 
which are largely prime contractors and major subcontractors, all 
have an interest and commitment to the well being of the U.S. 
supplier base, and would certainly be willing to work with your 
Committee and the executive branch in pursuing such an 
undertaking . 

I appreciated the opportunity to bring our concerns to your 
attention during the hearings, and am available to provide any 
further information which you, the Members of the Committee, and 
its staff might desire. 

Sincerely, 



UjJJl^f.P^-^^ 
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Senator Heinz. Thank you very much, Mr. Chairman. 

The CHAiRBiAN. Thank you, Senator Heinz. 

Mr. Shaw, in response to a question included in the committee's 
letter of the invitation to testify today, you discuss the difficulty 
and inadequacy of current efforts to assess our dependence on for- 
eign matenal and technology. 

Is this an impossible task or do you have any suggestions on how 
we can improve information on the degree of foreign dependence in 
our defense industrial base? 

Mr. Shaw. It's not an impossible task. What it takes is a lot of 
detailed effort and digging. It's going to take some organization 
committing a substantial number of person years to go and ferret 
out the facts. 

There is only one study that I know of that does an in-depth job. 
It was done at the Nationcd Defense University. It took a handful — 
I can't remember what the number was, two or three, I believe — 
precision-guided weapons and actually traced through to look for 
foreign components in those weapons. 

What they found was, in terms of dollar vcdue in those particular 
weapons, for content was not very much. But some of those compo- 
nents were critical. That is, there were pieces — I don't remember 
what they were — that were only available from foreign sources and 
were critical to making those weapons work. That is, therefore, po- 
tential vulnerability, which is, of course, one step beyond just being 
dependent on a foreign source. 

Part of the problem is definitional and we have yet to come to 
grips with the question of just what is a foreign source anyway 
when you come right down to really looking at a piece of equip- 
ment and saying is this foreign or is this American? Is that compa- 
ny foreign or is that company American? By analogy, Honda 
makes cars in the United States. Are they American cars or are 
they Japanese cars? General Motors imports cars from Japan. 
Chrysler imports pieces of cars from Japan. Are those American 
cars or are they Japanese cars? 

Well, it's cunbiguous, but we could at least at some point make a 
decision about that. 

If you look at electronics, you find large companies that do pieces 
of their manufacturing all over the world. They may produce the 
silicon in one place and make the chip somewhere else, package it 
someplace else, send the packaged chip into assembly plants some- 
place else, and come out with a black box that goes mto a comput- 
er. To what do you ascribe that particular piece of equipment? Is it 
American or foreign? Are you concerned about the assembly of a 
radar processor or are you concerned about the pieces that go into 
the assembly of the radar processor? 

No, it's not an impossible task to figure that out, but it's going to 
take a lot of hard work. What we've seen is lots of first-cut at- 
tempts at the problem. And if all of that effort had been lumped 
together to do one piece of work instead of a whole bunch of differ- 
ent pieces of work, we might actually have made a lot of progress 
at it so far. 

We were surprifited, having approached several large aerospace 
omtractors, an4 asked the simple question^ "Can vou give us an 
idea of foreign content in some of your products? to Jbaye them, 
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sort of shrug their shoulders and say» '^ell, we know there's a lot, 
but we have no hard data on it." 

The CHAiRBiAN. Mr. Koontz states on page 4 of his testimony the 
following: 

The Government should continue and expand its U.S. generated technologies. 
This should be done on an equal sharing of monies and resources wiih the private 
sector. 

Then, sort of compressing this, he then concludes: 

Our migor trading partners have amassed their industrial strengths using this ap- 
proach. 

Do you agree with his suggestions that our magor trade competi- 
tors have i^ed a close Government-industry relationship to signifi- 
cantly strengthen their competitiveness? 

Mr. Shaw. Yes. 

The CHAiRBiAN. And is the general thinking these days in OTA 
that that's going to have to be done here? Are we going to have to 
match that? Is there any other way to overcome that if we don't 
view the need to have a close Government-industry relationship 
ourselves? 

Mr. Shaw. Well, as I was reading once again tlirough '^Making 
Things Better," this powerful picture of Japanese industry 
emerges. Now I don't know if my understanding is 100 percent ac- 
curate. But based on what's in this report, I think it is pretty close 
to that. 

What it says is that, if you read between the lines, if we're going 
to compete in the world in which ttie competition operates in that 
way, we are not going to be able to do it on the basis of continuing 
the structure of industry that we have had traditionally in this 
country. 

It gets back to this issue of ''mom and pop" operations in indus- 
tries such as machine tools or the question of replacing individual 
groceries with supermarkets — the analogy to that. The competition 
just has a much more powerful structure which translates into a 
much more powerful team. 

And we have to think long and hard about how we can really 
play in that environment because it's fairly clear that we have not 
been very successful so far. 

Just as one quick piece of that problem, we are not right now 
competing head-to-head with the Japanese on defense equipment 
on tlie international market, but if you look at the structure of a 
company like Mitsubishi which is a primary Japanese defense 
equipment manufacturer, they do a very small amount of their 
business in defense. They are an enormous company in high tech- 
nology manufacturing and other forms of manufacturing across the 
board and they can adBford to absorb problems in defense by making 
it up in their other areas of business. It's a vertically integrated 
company. It produces components and ever3rthing else, and has a 
very ready and affordable source of capital. 

That's a fairly powerful combination to have to go against with 
the structure of industry that we have in this C9unti7. 

Do we have to emulate what the competition does? I'm not an 
economist and I don't know the cmswer to that. But has our ap- 
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proach toward the competition been unsuccessful? I think the 
answer to that is by and large fairly clear. 

The CHAiRBiAN. Mr. Koontz, you mentioned in your testimony 
that your consortium, NGVIS, is pioneering a new way to transfer 
technology from the Department of Energy labs. Can you just 
elaborate a little bit on that? 

Mr. KooNTZ. Yes. That was a third statement I didn't have time 
to finish that was obviously to advocate the fact that we have bil- 
lions of dollars of research that is, you might say, closeted up in 
the various Department of Energy, Department of Defense, what- 
ever, in this country, with not necessarily the best ways of— either 
because of law of what is secure and what isn't — ^but to get it into 
the hands of the private sector which could use that technology. 

But one project that we are working on with Secretary Watkins, 
we have a memorandum of understanding at the present time with 
the Depaitment of Energy to try to get to work on attempting to 
get some of the technology out of the Department of such places as 
Oak Ridge and other various agencies that we can work together in 
finding a way of transferring some of this technology into the pri- 
vate sector. 

We are continuing to work with that Department and apparently 
we have some kind of a basis for doing it. It looks like we re going 
to have to reallocate about $50 or $70 million, as I understand, of 
funds in order to construct from the Department of Energy — con- 
struct the methods and the seminars and the various things neces- 
sary to do that. So that's a little Imngup. But we are in the process 
of moving ahead. Both sides are very positive and this will be hope- 
fully a model of what we could do in the future with the Depart- 
ment of Defense or other agencies that harbor a great deal of re- 
search that we can't get into our Imnds to the people who can 
make use of it. 

The Chairman. Mr. Paul, you state on page 6 of your testimony 
that you genercdly oppose governmental interference with offsets 
''beyond Intimate concerns for transfer of technology and compli- 
ance with national securitv interests." 

I know we've gone back and forth on this with Senator Heinz 
this morning, but let me ask you, what do you consider "Intimate 
concerns for transfer of technology" and how would you phrase 
such a standard in l^islative language? 

Mr. Paul. Well, I think that the Intimate concerns would be 
the critical technologies that the U.S. Government feels cannot be 
transferred for national securitv reasons. 

I think a great deal of work has been done to define that critical 
list and much is going on at the moment with the United States 
and with CoCom to review that list to be sure in fact those technol- 
ogies are critical. To that extent, I think we ou^ht to follow those 
results Bnd stay with hopefully those determinatums. 

The CHAUtBiAN. Let me ask a question to all of you. That is this, 
and I think it's a fairly direct question and hopefully you can give 
a direct answer to it. 

Senator Dixon's bill seeks to improve the integration of national 
security policy and national economic policy by appointing the Sec- 
retary of Defense to the Economic Policy Council. So that would ba 
one crosB^x>nnect. 
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And Tm wondering how you feel about that, but also would it 
help the integration process if the Secretary of Commerce were 
made a member of the National Security Council. Shouldn't we be 
adding ourselves up into new combinations at the highest level in 
the executive branch? Do you have a view on that, Mr. Paul? 

Mr. Paul. For my own purposes, I would like to, if it's all right 
with you, to come back with a written answer to that and talk to 
the Aerospace Industries Association and get their view on that 
point since I am representing them today. 

[Response to Chairman Riegle's question follows:] 

While we strongly support the integration of national security policy mth our na- 
tional economic poucy, me AIA has not taken a position on whether legislation to 
mandate that the Secretaiy of Defense serve on the President's Economic Policy 
Council is the proper organizational solution. 

The CHAiRBiAN. All right. Mr. Koontz? 

Mr. Koontz. The only thing I can say is that I stressed in my 
testimony that a strong economic base, whether it be civilian — basi- 
cally, it's one and the same as our nationcd security base, so any- 
thing that would couple these two together would be helpful and I 
think that pulling the Commerce Department and the Defense De- 
partment together in some way certainly is a show of what has to 
be done in the future and certainly all the laws are there to 
allow — not necessarily all the laws, but the procedures are there to 
do so and recdly cdl we need is an attitude from this government 
that says we're going to get this job done. If that's what it takes to 
get it done, then I'm all for it. 

The Chairman. Mr. Dudon? 

Mr. Dudon. I'm talking as a rookie here. 

The Chairman. You're not a rookie after 27 years out there in 
Dayton banging heads and keeping a company together with 87 
employees. You re no rookie. So we want your view. 

Mr. Dudon. I'm a rookie in politics. It sounds like any time you 
can work together as a team, I'm a firm believer in team atmos- 
phere and it sounds like you're going to do some cross-training be- 
tween the two, so it's got to be something good. 

The Chairman. Mr. Shaw? 

Mr. Shaw. Well, I'm tempted to give you the same answer as Mr. 
Paul — let me go home and study it — ^but let me give you a quick 
reaction. 

And that is, what we are groping toward here clearly is higher 
visibility for the issue of defense development and defense manu- 
facture in our nationcd security strat^y and certainly one way to 
accomplish that is to give industry a higher visibility in the nation- 
al security process. 

Off the top of my head, I am not enough of an expert on the 
structure of the NSC and how it fits in with the way this adminis- 
tration does its work to make an honest assessment of what it 
would mean to put the Secretcury of Commerce in that position. 
You also have to think in terms of the longer term and not just the 
personalities that currently are making policy for the administra- 
tion. 

So with your permission, I would like to get back with a written 
response. 

sponse to Chairman Riegle's quiestibn follows:] 
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QUESTIONS FOR THE RECORD: ALAN SHAW 



Question from Chairman Riegle: 

Since economic security is part of national security, should the 
Secretary of Commerce sit on the National Security Council? 

There are two ways in which economic security is part of national 
security: (1) our standard of living and national wealth are primary 
components of our quality of life- -an essential part of our total security- -as 
well as the basis on which to purchase the forces we need for security; (2) a 
healthy industrial base, one that has not been lost to foreign competition, is 
essential for manufacturing equipment for our military forces. That being the 
case, industrial considerations ought to be taken into account when making 
security decisions. The decisions should be scrutinized for potential effect 
on industry and economic well-being. And defense decisions should take into 
account how the forces will be built and maintained, as well as how military 
operations may affect the ability of the U.S. to obtain materials (raw and 
manufactured) that it needs for the defense of the nation. Finally, the U.S. 
is increasingly dependent for its economic well being on other nations: for 
trade, and for access to key resources and technologies. These relationships 
are increasingly sustained under the Secretary of Commerce. 

Decisions on these matters could benefit from inputs from the Secretary 
of Commerce. Those inputs could be obtained by having him on the NSC, but 
through other mechanisms as well. For example, inputs regarding defense 
production could be supplied to the Secretary of Defense by the Undersecretary 
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for Acquisition in consultation with the Commerce Department. Existing 
mechanisms allow for obtaining the advice of the Secretary of Commerce 
regarding major national decisions. For example, through the cabinet, 
directly to the President, or on request from the Secretary of Defense, the 
Secretary of State, or the National Security Adviser. 

On the other hand, putting the Secretary of Commerce on the NSC would 
give him a voice in matters that his job does not otherwise require him to 
participate in, such as planning military operations, and reactions to 
international political crises. Indeed, the role of the Secretary of Commerce 
in national security affairs has a long term cast to it- -planning and guiding 
the ability to stay competitive industrially and maintain the industrial 
capacity necessary to mobilize forces. The NSC tends to be involved in 
responding to immediate crises. 
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The ChairiiIAN. Senator Bond is a former Governor of a State 
that has a lot of manufacturing activity and very important parts 
of our strategic foundation located in his State, so he's had a 
chance to see it both as the chief executive of his state as well as a 
U.S. Senator. And I know he has a keen interest in this. So let me 
yield to him now. 

Senator Bond. Mr. Chairman, I appreciate your kind words and I 
must apologize to this distinguished panel. I was looking forward to 
being present for the entire thing, but when agricultural day was 
greeted with snow on Tuesday the White House postponed their 
kickoff of their tree-planting program in which I'm involved on the 
agriculture side, so I assure you gentlemen that this is a subject of 
great interest to me. We will be reviewing your testimony and I 
apologize if the question I am going to address to all of you is one 
that you've covered. Even if it is, it probably doesn't hurt to ex- 
plain it to me one more time so I'll get a better sense of it. 

My question builds on a feeling that I get that we are losing a 
significant number of manufacturers from defense production be- 
cause of the difficulties that are encountered in dealing with the 
Pentagon. I hear time and time again concern and frustration over 
the rules and regulations. There's a lot of frustration over the un- 
certainty of congressional funding and that's not always the Penta- 
gon's fault. That may be a little bit of our problem. And I can un- 
derstand when you have a start and stop kind of funding that 
causes uncertainties. 

But I'd like each of you to enlighten me as to what you see could 
be done to encourage more manufacturers, more providers of goods 
and services, to compete in the defense area. As sort of a basic 
course, what can we do by legislation or by urging administrative 
action to make it more attractive, to get more companies, more 
competition involved in defense-related activities? 

Why don't we start with you, Mr. Paul? 

Mr. Paul. Thank you, sir. I couldn't agree with your opening 
comment more. As a matter of fact, in this whole subject, we 
haven't discussed this issue. Probably the most significant issue is 
the ability of the United States defense contractors, large and 
small, to have enough cash to invest in itself. As I said earlier, we 
are at the moment in debt. Our debt is growing. And predominant- 
ly, in my judgment, it's because of the cost of many of the debilitat- 
ing regulations that have come out in the Defense Department 
over the past 5 years. 

I understand many of them came out and the reasons why they 
did, but in aggr^ate, what they are doing is, they are causing a 
great deal of review as to whether or not one should stay in the 
business and, for the smaller companies, it's becoming enormously 
debilitating to stay in this business. 

What can we do? First of all, I think we have to swing the pen- 
dulum somewhat back toward a more balanced approach, taking 
into account the economic impact of these r^^ations and the ex- 
tremes of some of these regulations. 

Serondly, I think we have to increase the progress payments so 
that the progress of cash can flow into the mcgor contractors down 
into the suba>ntractors and down into the smaller tiers. 
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Thirdly, we have to have, I believe, 100 percent coverage of re- 
search and development costs so that we can incentivize research 
and development. 

Those would be the three specific areas I would respond to, sir. 

Senator Bond. Thank you. Mr. Koontz. 

Mr. Koontz. Well, I think as sort of a middle of a small business- 
man, so Tm really a second-tier supplier in the various areas of 
machine tools. 

In my testimony I talked about one of the things that we could 
do related to the consortium issue for the large manufacturers of 
defense supplies was to include in their contracts — they are now 
disallowed any dues to be paid to a consortium that has anything 
to do with technolo^ development or transfer. That is disallowed. 
So we are getting a disproportionate number of defense contractors 
who are wxQing to take part in technology development consortia. 
So that's one area. 

In my own backyard, some of my problems as a small manufac- 
turer with defense contracting, even though I do sit on the Defense 
Science Board, but I'm looking at mv own business — the paperwork 
is unbelievable for a small manufacturer to wade through and 
there is no person-to-person contact. Usually you're quoting against 
the contract with no involvement of ever really tcdlung to the cus- 
tomer. So therefore you bid against some set of specifications with 
no conmiunication one way or the other. If you don't dot the "i" or 
cross the "t" you may get halfway through — I talk from experience 
with the machines I've built where I was halfway through the 
project and somebody forgot to list the right model number and the 
contract was cancelled and the next thing we get is a letter saying 
if you want to contest this you will go to court, otherwise caned 
the machine with no cost. 

So it gets very disheartening to even get involved in government 
contracting. Just to give you one example of why small business 
think twice about doing business with the government. 

Senator Bond. Thank you. Mr. Dudon. 

Mr. Dudon. I think there are two things that maybe could be ad- 
dressed to make it a little easier for small business to deal with the 
Government or DoD. 

One of them are bid packages. It's so difficult for us as a small 
business to get all the data we need to bid a project. We call. We 
don't know who to call. The people we talk to really don't know 
where to direct us or they really don't care to direct us, so we can't 
find the proper data we need to fulfill a bid package. Consequently, 
we end up no bidding a lot of jobs that if we had the right data we 
would be able to bid it. 

Next I think would be training of the people that come into our 
facility that represent the Department of Defense. After you build 
the job, it's generally source inspected at your facility and we're 
talkmg about some high tech items that people come in to inspect 
and they don't know the first thing they're looking at. Yet they re 
going to tell people that spent hundreds of hours building this part 
that it's good or it's no good. And primarily, all they're going to 
look at is paperwork. Are the "i"s dotted; are the "t"s crossed? 

So I thmk we have to first make it easier to get the data and» 
second, train the people who are resppnsible more efficiently. 
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Senator Bond. Mr. Shaw. 

Mr. Shaw. Thank you, Senator. When I made my opening state- 
ment I asked that the summary of our report ''Holding the Edge" 
be included in the record. There is in that an extensive discussion 
of this whole issue of encouraging and ^J3Couraging companies 
from doing defense work. I would say, rather than trying to say 
badly what I wrote well, I would refer to that. 

But let me make a couple of comments. 

Senator Bond. Just pick out the high points for us because if 
you've got to sit here and tell us you're probably going to do as 
good a job of highlighting what we ought to get out of it as we 
could gain from reading the report, which I promise I will do as 
well. 

Mr. Shaw. I wasn't trying to put you on the spot. 

Senator Bond. Tm deUghted to do it. 

Mr. Shaw. There are two related sets of problems. One relates to 
primarily the larger companies who we normally think of as being 
defense companies, the prime contractors; and what we face here is 
in a* general sense two problems. 

One is that our basic attitude toward them has been that they 
are all crooks. This is, of course, something of an exaggeration, but 
the defense business is very much regulated and in a lot of cases 
for good reason, but we have very much an adversary relationship 
between the (Jovemment and the defense contractors. This is 
what's behind a number of corporate executives throwing up their 
hands and saying, "It I could get out of this business, I would." In 
fact, some of them may well get out of that business not by choice 
but because there just isn't going to be enough business to go 
around soon. 

One question we're going to have to ask ourselves as a nation is, 
what do we want the future defense industry to look like, because 
the budget trends are such that it's unlikely we could afford to 
have it look the way it looks today. 

The other side of the problem are all of the small and medium 
size innovative companies that deal mostly on the civilian market 
but also have technology that we would like to get into defense. 
Here we have a complex set of problems because we have erected 
barriers to the transfer of technology between defense and civilian 
manufacture. The rules that companies have to go through to deal 
with defense, to sell to the Defense Department or to subcontract — 
some of which have been alluded to in the last few minutes — are 
such that companies that don't normally do a lot of business with 
the Defense Department and particularly those that have a very 
good business in the civilian sector, are discouraged from taking on 
defense work. And so we lose access to technology in areas that we 
seriously need to get into our defense equipment. 

It results, in essence, in a separation within companies between a 
civilian part of the company and a defense part of the company, 
mostly due to the laws and regulations under which the defense 
procurement system operates. 

Senator Bond. Well, coming from your office, I think those are 
very compelling points. 
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Talk about changing the attitude, is there anything we need to 
do in changing the laws to deal with either of those problems or do 
we just need to get our heads screwed on better? 

Mr. Shaw. Well, most of it, as we said in the report, is rooted in 
the laws and the DoD regulations that flow from the laws. This 
sets up the business structure under which the government buys 
from companies. If we're serious about changing the relationship of 
the defense contractors to the Defense Department, we're going to 
have to change some of those laws. 

The problem is that a lot of laws which are burdensome to de- 
fense procurement were put in place for other purposes and if 
we're going to loosen them up we're also going to lose what we've 
written those laws to get in the first place. 

For example, look at the structure of defense contracts and how 
we deal with issues like fairness issues. We do want to be fair to 
various companies, but being fair to all the possible offerors makes 
the system inefficient. Now how do you balance the two? I don't 
have an answer for you to that question other than that is a very 
hard and fundamental question that's going to have to be dealt 
with through legislation. 

Senator Bond. I think that to the extent that you can at least 
give us a clear definition of the tradeoffs and indicate some areas 
in which there might be changes, I think it might make it easier 
for us to have the distinguished reputation of the OTA onboard on 
some of these things. We ought to be looking at things where we 
are unduly strict on the private sector defense contractors, certain- 
ly with your expertise I think you could help us a great deal by 
identifying those and I think it would make it easier to deal with 
them if we had your objective assessment as to which those might 
be. 

Mr. Shaw. I would refer back to this report once again because 
in fact all of that information is in here. 

Senator Bond. Sounds like a good weekend reading. 

[Further response to Senator Bond's question follows:] 



Digitized by 



Google 




373 



Cotirm tf tit Virftil *C«ti 
OmcE Of Technology Amimment 

i.DC20610-t02S 



April 6, 1990 



The Honorable Christopher S. Bond 
United States Senate 
Washington. D.C. 20310 

Dear Senator Bond: 

At the March 22 hearing on defense industry of the Conaittee on Banking, 
Housing, and Urban Affairs you asked me a question to which 1 gave, in my 
Judgvent. an unsatisfactory answer. You deserve a better one. which follows. 
You asked abauL hoii rules, regulations, and legislation discourage conpanies 
fron dalTLf business with the Pentagon. 

tlfie current crllAAts of defense acquisition inpedes the efficient 
purchase! of #qulpD«int fron defenso conpaniofi, as well as access to technology 
davfllopcd by clvlllwi coaq>anie8. The systea was designed to foster a nunber 
of goal aiKiing which efficient procurement and optimum access to technology 
are rt&t ths pxlBsry 

Congress did ladt Intend the defense acquisition system to be slow, 
cua^H^rfiOAft .and lf»£ficient: but lav& (tafisad to foster gos£> other than 
efficient procureivanc , and the T>oD r^gulatloiui ntpfBiliig froa interpretations 
pf t^ASfl lavs hdv* ude it The problesia have tvo root cau9ies Qtm is 

liaslc lyitcn of gov«rnii-i^t tfhlch d^iAnds ch«ckj and balances on the 
expsmiitutre^ of largs asoun^ of publii^ funds The at^ar be traced to the 
lavs Congress h«s «i\«cced ta curb abusfts and Co ensure: ctvlltsn control of 
■lllcery procureHenc; Administration contral over Service activlcl«^£ 
citngraasianal control and procectlon of constituent interests vnvlTDnaentaL 
protection; falftieA]!; cdapetltlon accouncsblllEiY hpnescy; control lablo 
InUiliiesa practLcfts; minority esid small busl^aaa incarests and preve^ntlpn of 
sxcaaslvc profits at tascpayer eitpAasa. These (often conifllecinc) goals tie 
the system up in knots , leading to inefflcl^fit procurement and frustrations on 
the part of both seller mnd cuEtomer, 

The foverr^nt has developed buainefti prmcCiGes that are different from 
those of the civilian narket Buyer and seller have an adversary 
relationship; accountability is stresaed over efficiency and price; the 
customer Insists access to the accouri'ttng and other business practices of 
the custoner restriction* are pUcad on profits. These necessitate an 
accounting procedure on the part of defense companies that is different from 
typical practices in business. 

If innovative civilian companies want to sell in the defense market, 
they can either set up a new division to do business by government rules, or 
burden their other business with a system that will make the cost of their 
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civilian products uncompetitive. They will often have to give up their data 
rights to government purchasers. Managers of these companies often feel that 
for the sake of a very small profit they can get from government sales they 
will have to compromise the trade secrets that are the key to their 
competitive advantage in the civilian marketplace. They see this as a bad 
deal, especially when most of their profit comes from civilian sales. 
Innovative companies, used to working in an environment in which they earn as 
large a profit as possible and plow much of it back into R&D for their next 
product line, cannot accommodate their business to the small regulated profits 
of government contracts. They cannot afford to write off a large investment 
because a program was cut out of the procurement budget. Hence these 
companies are reluctant to take on defense business. 

Since some of the inefficiency of the system is rooted in our system of 
government, there Is little we can do about it short of the Congress or the 
Administration giving up some powers. Beyond that. Congress can elect to make 
efficient procurement and the preservation of the defense industrial base 
relatively more important goals than they now are. This can be implemented by 
changing statutes that govern government purchases to reflect changed 
attitudes. However, doing so can allow other problems to re-emerge. 

It is important to realize that while the defense companies need 
government business, which gives the government great leverage over them, DoD 
by and large needs innovative civilian companies more than those companies 
need defense business. If the business isn't worth the aggravation, they will 
opt out of defense work, as many have already done. Some large defense 
companies, although more "captive" to DoD, are also looking for ways out of 
this business. Since it Is likely that there will be great overcapacity in 
defense production, the government should not be seeking accommodation at any 
price in order to entice them all to stay in the defense business. The U.S. 
doesn't need to keep all these companies going no matter what the cost. The 
government should be planning to make intelligent Judgments regarding what 
capacity it needs to have in the future and how to maintain that capacity. 
OTA is about to begin an assessment of this issue. 

If OTA can be of any further help on this matter, please contact me. 



Sincerely, 



Mr. 



Alan Shaw 
Manager 

International Security and 
Commerce Program 
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Senator Bond. Thank you, Mr. Chairman. 

The ChairiiIAN. Thank you, Senator Bond. 

I want to indicate that Senator Dixon was tied up on the floor 
today because he's involved in an amendment on the Clean Air Act 
and he came over because of his intense interest in this. He's been 
a principal leader in the effort on the Defense Production Act, so 
let the record show that he was here and expressed his regrets 
through me that he could not be present for your testimony. He 
has left a prepared statement that will be inserted in the record at 
this point. 

STATEMENT OF SENATOR ALAN J. DIXON 

Senator Dixon. Mr. Chairman, this morning our committee con- 
venes to receive further testimony on how to modernize and 
strengthen the Defense Production Act of 1950, and how to im- 
prove S. 1379, the ''Defense Production Act Amendments of 1989.'' 

The testimony of today's witnesses continue the themes that 
have dominated these hearing^: The industrial base is decaying, 
and the rate of decay is accelerating, especially among lower tier 
subcontractors and suppliers. Our technological base, which has 
provided our militcuy with their technological edge, is headed in 
the same direction. Remedial actions needs to be taken, and quick- 
ly. Cooperation between industry and Government must be im- 
proved. Restraints on joint activities within industry need to be 
moderated, to permit them to confront the challenges of our global 
trading partners. 

Todays testimony also reflects the broader theme that you, Mr. 
Chairman, have been developing these hecuings. Restoring the 
competitive vitality of America's industrial base and technology 
base will take sustained effort making use of broad array of reme- 
dial tools. Modernizing and strengthening the Defense Production 
Act is but a single element of the overall solution. 

It is, however, in the view of all of our witnesses, a very funda- 
mental remedial too, and the one that is most readily at hand. 
Today's witnesses brings us many specific suggestions. At this 
point, I believe that is clearly what we need. After the many wig- 
nesses we have heard, I still believe that S. 1379 represents a very 
solid foundation for the committee's forthcoming mark-up. 

Our first witness today. Bill Paul of United Technologies, is here 
rroresenting the Aerospace Industries Association (ALA). He will be 
offering ALA's specific comments on S. 1379, which have been 
under development for some time. It appears to me that our points 
G^ agreement are numerous and our differences restricted to a few, 
important issues. This does not surprise me since in for formula- 
tion of S. 1379, 1 actively solicited the comments and suggestions of 
an array of industry groups, including ALA. 

With respect to the tough issue of how to deal with offsets, ALA 
brings a positive recommendation. There is little disagreeement 
that OBAB s implementation of the Act's current requirements re- 
lating to assessing the impact of offsets fails to provide useful infor- 
mation relating to their impact on subcontractors and suppliers. I 
am not sure that ALA's recommendation on offsets necessarily 
needs to be a substitute for the proposals set forth in S. 1379. 
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AIA also brings to the table two positive suggestions aimed at 
fostering increased investment in the development of emerging 
critical technologies and modem production equipment and proc- 
esses. Improving cash flow and supporting contractor initiated re- 
search and development efforts have been goals urged upon the 
conmiittee by several prior witnesses. 

Mr. Chairman, without further comment, I want to again thank 
you for your leadership, and join you in welcoming today's wit- 
nesses. I look forward to their testimony. 

Senator Riegle. You've given us very helpful testimony today. 
We will have some questions for you to answer for the record from 
some of the members who were not able to be here. 

We appreciate what youVe given us today. It will help guide us 
in our work. We thank you. 

The committee stands in recess. 

[Whereupon, at 11:45 a.m., the hearing was adjourned.] 

[Response to written questions and additional material supplied 
for the record follow:] 
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RESPONSE TO WRITUN QUESTICNS OF SENATOR GARN FROM 
PAUL F. MATH 



Ql . YOU testified that you support increasinq the role of 
Commerce in assessing the impact of international 
defense programs, such as military coproduction efforts, 
on the overall U.S. industrial competitiveness. The 
example you used of a separation of trade and economic 
issues from security issues was the FS-X negotiations 
when the Department of Defense did not coordinate with 
or pursue the views of the Department of Commerce. 

Elaborate on the details of that negotiation and your 
opinions about the real consequences of that policy, or 
lack thereof. Also could you comment on if the 
negotiations on the Korean Fighter deal have addressed 
the concerns raised in the FS-X deal. 

A1 . GAO Answer: 

The FS-X will clearly involve a greater degree of 
technical data flow to Japan than previous coproduction 
programs, particularly in the areas of software and 
other design data. The Memorandum of Understanding 
(MOU) was signed by the two governments on November 29, 
1988, without soliciting information from the Department 
of Commerce of the effects of the MOU on the U.S. 
industrial base. Subsequently, serious questions were 
raised about the equity of the proposed agreement and 
the technology to be transferred to Japan. Some U.S. 
industry and government officials told us that the 
skills and knowledge acquired from this program can 
generally be applied to other aerospace programs. We 
stated during testimony given before the Subcommittee on 
Investigations, House Committee on Armed Services, that 
although no individual project in the series of 
coproduction program with Japan over time transfers the 
technological keys to bridge the competitive gap, the 
broad range of successful joint projects will reduce the 
time and expense it would have taken the Japanese firms 
to catch up and become meaningful competitors in the 
aerospace/aircraft manufacturing industry. 

Although legislative requirements to coordinate and 
consult were in place since September 29, 1988, DOD did 
not include Commerce in three meetings held prior to May 
1989 on the Korean Fighter Program (KFP) with Korean 
government officials. Nevertheless, in the negotiations 
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on the KFP, DOD has coordinated with Commerce more that 
it had on the U.S. Japan FS-X program. For instance: 

— DOD briefed Commerce officials on the KFP in May 
1989. 

— The Secretary of Commerce discussed the KFP with the 
Korean Minister of National Defense in July 1989. 

— DOD coordinated the 1990 draft MOU with the 
Departments of Commerce and State. Commerce reviewed 
the initial draft MOU and made arrangements for its 
review at other agencies. 

— DOD has included Commerce on the KFP negotiating 
teeun. 

— DOD and Commerce have signed an agreement on a key 
KFP negotiating position for the United States. 
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Um^mfOKmnma KBemNrnHmpshin Fax: 603-3S2-8789 

034312059 aS,A. hlex: 287317 

161:603-3525212 



April 5, 1990 



Ha. Lory Breneman 

Chief Clerk 

Senate Coamittee on Banking, Housing & Urban Affairs 

534 Dirksen Senate Office Building 

Washington, DC 20510-6075 

Dear Ha. Breneman: 

Please find enclosed, my response to the question from Senator 
Mack during the March 22, 1990 hearing on reauthorization of the 
Defense Production Act. 

The question itself should be corrected for the record as 
follows: "...representative of the NMTBA - The Association For 
Itonufacturing Technology...** not **... representative of the 
National Tooling and Machining Association...** We kept the 
acronyn, "NNTBA" which was short for our former name, **National 
Machine Tool Builders' Association.** I was a former chairman of 
the board of NMTBA, however, I appeared before your committee in 
my capacity as chairman of the board of the National Center for 
Manufacturing Sciences (NCMS) . 

If you need any further information, please feel free to contact 
me. 

Sincerely, 



rOSBURY CORPO|yi TIQ|f 



James L. Koonitz 
'President & CEO 



JLK/dmt 
Enclosure 



Digitized by 



Google 



380 



RESPONSE TO WRITTEN QUESTIONS OF SENATOR MACK FROM 
JAMES L. KDONre 



Mr. Koontas, there is one part of the existing legislation that allows 
the President to require priority performance under contracts cmd 
allocate materials and facilities as necessary to promote the national 
defense. In your capacity as either the CEO of a business or as a 

representative of the Association for Manufacturing Technology 

have you experienced scheduling pressures as a result of a defense 
department requirements? This pressure could come in the form of 
an accelerated schedule, priority placement of a defense department 
order or some other form of production challenge presented by the 
government. 

If you and or others in your Association have had experiences, 
please describe the item ordered, the demands placed on the firm 
and the impact the demand had on other orders and customers. 



ANSWER 

The short answer is that my company has not experienced any priority 
performance pressure under government contracts and I am not 
aware of any such pressure on other members of our Association. 

I would like to add that although my industry is generally 
unaffected in a peacetime environment, I recognize the need for 
having established authority for requiring priority performance. 
Certainly, that is important in time of emergency and, even in 
peacetime, it is a mechanism that could be, and I believe 
has been, very effective in addressing national security needs. 
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RESPONSE TO WRITTEN QOESTIONS GF SENATOR D'AIIATO FBCM 
ER. ALLAN SHAW 



Q.l. In your testimony you mention the difficulty in defining and 
identifying "American" companies. Every other day we read of mergers, 
acquisitions, and joint ventures that result in the combination of what 
was clearly an American firm with a foreign firm. The trend toward 
multinationalization, or even globalization of firms will likely 
accelerate in the near and mid- term. To what degree does this trend 
threaten to make the concept of national companies obsolete, and thus 
further complicate the goals of the Defense production Act? 

A.l. While the concept of a national company is not likely to become 
obsolete, the number of companies --particularly major companies -- to %rhich it 
can be applied unambiguously will decline significantly. Many small 
companies, like those represented by Mr. Dudon, will stay unambiguously 
American- -i.e. owned by Americans and operating in the U.S. --while others of 
that size will be purchased by foreign interests. It will be hard to 
distinguish between foreign purchase (or investment short of total purchase) 
simply to get a stake in a profitable enterprise, and purchase to obtain 
control of technology or to gain a U.S. outlet for foreign products. 

The picture will be even more complicated in the case of larger 
companies, where there are many opportunities for interlocking arrangements: 
e.g. purchases of large numbers of shares of stock, mutual investment, joint 
ventures, etc. For example, on March 28 the New York Times reported that 
Daimler Benz and United Technologies were entering into an arrangement in 
which each will purchase a substantial block of the other's stock. This will 
facilitate closer working relationships. The claim is that this will be 
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solely in the civilian aerospace market, but both these companies are heavily 
into defense work. Large defense companies are more likely to keep their 
American character than are large civilian manufacturers, but arrangements 
like the UTC-DB arrangement will clearly muddy the waters when trying to 
identify a domestic company. 

In the future, contracting will have to take into account the 
possibility of technology transfer to foreign partners/owners, as well as the 
policies of foreign participants. 

On March 27, the Washington Post reported that two chemical companies 
had refused to sell the Army chemicals necessary for the production of 
chemical weapons. One of the companies, although based in Pittsburgh, is 
owned by a German firm. Attempts to compel sales under the terms of the 
Defense Production Act have caused diplomatic problems. The Germans --whom the 
U.S. has accused of selling similar chemicals to Quadaffi--are less than eager 
to be seen as selling such chemicals for the purpose of making chemical 
weapons . 

Thus, it will be difficult to come up with a meaningful definition of a 
domestic company without reducing the niunber of companies that qxialify to a 
uselessly small number. The more restrictive the definition, the smaller the 
number of qualifying companies. However, a sufficiently inclusive definition 
can defeat the purposes of restricting purchases to domestic suppliers. 
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National Tboling & Machining Association 



PRECISION 



APR 2 1990 



Harch 30, 1990 



lis. Lory Bren«Ban 

Chief Clerk 

Senate Banking, Housing and Urban 

Affairs CoBBittee 
534 Dirksen Senate Office Building 
Washington, D.C. 20510 

Dear Hs. Breneaan: 

The attached is the response to the %rritteh question submitted 
by Senator Alfonse D'Aaato to Mr. Dave Oudon subsequent to 
the hearing held on the Defense Production Act on March 22, 
1990. 

If there is anything else you require, please contact 
Ms. Jeanne Little at 248-6200. 



Sincerely, 




A. Cdx, Jr. 
ager, Goverraaent Affairs 



JML/aac 
Attachment 



9300 Uvingston Road*P\ WitshingUm. Maiyland!^U*(d01)<248^9U0 
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RESPONSE TO WRITTEN QUESTICNS OF SQfATOR D' AMTO PBDM 
DAVID A. DQDEN 

Q.l. As you know, S.1379 provides for antitrust protection for 

"sanctioned industry consortia , " Your Association has indicated 
its strong support for the proposal with a streamlined 
procedure. Tliose who are opposed to this provision argue that 
such consortia would have a long-term » anti*competitive effect. 
They argue that it is foolhardy to believe you can spur 
competitiveness through competition-retarding mechanisms. How 
do you answer these critics? Korsovsr, do you believe this 
nation's traditional beliefs concerning antitrust laws are 
outdated in light of the global econony? 

A.l. Hie NTHA does not support the approval of any joint venture 
whose anti*competitive effects outweigh the benefits. We do 
support the establishment of consortia that are 
pro-competitive. Legislation should enable small firms to form 
joint ventures that would not have an adverse effect on 
competition. 

The risks involved in forming consortia are great especially 
for small firms who are capital^inteneive. The focus of 
antitrust reform should enable these firms to participate, 
small firms » if sued at all, would be out of business. Small 
f iriiLs often cannot afford attorneys fees let alone actual or 
treble damages It is for this reason that the Department of 
Justice and the courts must weigh the economic benefits of 
joint ventures against the economic costs of having less 
competition in a particular market segiEtent, Their judgment 
should be based on a standard of reasonableness. If a joint 
venture is determined to be anti*competitive, the venture would 
not be approved. 

Update and reform of the antitrust laws are necessary to help 
domestic firms compete here and more importantly, abroad. In 
light of the global economy, yes, traditional beliefs regarding 
antitrust laws are outdated. The U.S. no longer has the market 
on innovation and new technology. Technology is growing at 
such a rapid pace that a radical re-evaluation of our 
government policies is warranted. The flexibility to form 
consortia will directly affect the bottom line of small 
companies. It will increase the ability small firms to 
compete. Equipment Is expensive and can become obsolete in 
months. Consortia of small companies, especially in 
capital-intensive industries like the tooling and machining 
industry, where cost of productive equipment is massive, can 
pool their resources to invest in technology that is 
unavailable to them singly. 

Disallowing consortia leaves one alternative — mergers. We 
feel that cooperation is a more competitive alternative. 
Again, large companies have greater production capabilities and 
greater ability to absorb financial risk small and medium 
si£ed firms are at a competitive disadvantage with these large 
firms and often must sell their Ideas and innovation to large 
firms to remain competitive 

This minor reform of antitrust laws will make us more 
competitive domestically as well as encourage entrance into 
export markets. 
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RESPONSE TO WRITTEN QUESTIONS OF SENATOR MACK IBDM 
DAVID A. DUDON 




MUTUAL TOOL Gi DIE INC. 

72S LILAC AVENUE • DAYTON, OHK) 45427 
TELEPHONE (513) 26M713 
FAX « (513) 2 



April 24, 1990 



The Honorable Donald W. Rlegle Jr. 
United States Senate 
Washington, D.C. 20510 

Subj : Answer to Senator Mack's question 

Dear Mr. Chairman: 

Below is Senator Mack's question, as well as my response. 

Q.l. Mr. Dudon, there is one part of the existing legislation that allows 
the President to require priority performance under contracts and allocate 
materials and facilities as necessary to promote the national defense. In 
your capacity as either the CEO of a business or as a representative of the 
National Tooling and Machining Association have you experienced scheduling 
pressures as a result of a defense department requirements? This pressure 
could come in the form of an accelerated schedule, priority placement of 
a defense department order or some other form of production challenge 
presented by the government. 

If you and or others in your Association have had experiences, please describe 
the item ordered, the demands placed on the firm and the impact the demand 
had on other orders and customers. 

A.I. In the past we have experienced a small amount of pressure to meet or 
accelerate a delivery on a tool as the result of a defense department require- 
ment. The cost impact to us is usually minimal due to an expedited delivery 
charge to our customer, but the labor demand to meet the delivery requirement 
is very intense. This intensity carries over to our suppliers, as they have 
to better their promised delivery of materials to us, which they in turn 
charge for their expedited services. 

Another important situation that is created from this accelerated delivery 
is the domino effect it has on our deliveries to our other customers. When 
we're required to stop work on other customers orders to accomodate the 
accelerated delivery for the government, we fall out of the good graces of 
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Page 2 

our other customers because of having to ship their orders after our 
promised delivery date. 

If additional information is needed, please contact me. 
Sincerely, 



MimiAL TOOL & Dl|- INC. 



David A. Dudon 
DAD/md 
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STATEMENT FOR THE RECORD 

BY THE HONORABLE ROBERT H. MORRIS 

ACTING DIRECTOR 

FEDERAL EMERGENCY MANAGEMENT AGENCY 

FOR THE 

COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS 

UNITED STATES SENATE 

MARCH 8, 1990 

Mister Chairman and members of the Committee, I am pleased to 
provide comments on both s. 2168 and S. 1379, bills which would 
amend the Defense Production Act of 1950 (DPA). 

One of the key functions of the Federal Emergency Management 
Agency (FEMA) is the coordination of the Federal Department and 
Agency programs for national mobilization preparedness. In 
addition, I am delegated the responsibility to provide guidance 
to the heads of Federal departments and agencies on the 
appropriate use of defense production authorities in order to 
improve the capability of industry and infrastructure systems to 
meet national security emergency needs. 

In meeting my responsibilities I am fully aware that the DPA is 
the major statute for mobilization readiness. As you know, the 
non-permanent provisions of the DPA will expire on August 10. 
The Administration views the possibility of such expiration as 
disruptive to ongoing programs such as the defense priorities and 
allocation system under Title I; new purchases, purchase 
commitments and other activities under Title III; and the 
National Defense Executive Reserve program under Title VII which 
utilizes industry executives. The DPA also authorizes other 
mobilization planning and programs that are critical to national 
defense. 

The expiration of the primary authority for mobilization 
preparedness will undermine ongoing efforts in these areas and 
will send unintended signals to our potential adversaries. In 
addition, several of the existing authorities of the Defense 
Production Act should be strengthened in order to more 
effectively meet mobilization requirements. 

We strongly support S. 2168 which effectively enhances 
mobilization preparedness by: 

- Permanently extending the non-permanent provisions of the 
Defense Production Act to avoid costly disruptions to 
these important activities; 
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- Introducing the concept of "Graduated Mobilization 
Jiesponse" into the declaration of policy Current 
mobilization planning incorporates this concept which 
provides for a graduated response to early warning 
indicators to ensure the timely availability of adequate 
industrial production and resources for national defense 
requ i rements ; 

- Authorizing the use of Title III authorities to expand 
domestic capacity of strategic and critical materials and 
the industrial base, among other purposes; 

- Strengthening the executive reserve program by providing 
limited protection from the Federal conflict of interest 
and antitrust laws; and 

- Repealing the prohibition against international voluntary 
agreements. International voluntary agreements should be 
authorized under the Defense Production Act so the United 
States is able to meet its treaty obligations to other 
NATO countries and to strengthen other energy and shipping 
programs . 

There are other technical amendments to the Defense Production 
Act which have merit You will find attached to this testimony a 
more detailed sectional analysis of S. 2168 along with a progriun 
rationale supporting its provisions. 

Turning to S 1379 the "Defense Production Act Amendments of 
1989" we support those provisions which are similar to S. 2168 
but oppose many provisions which differ significantly from S. 
2168 Attached to my statement is a detailed sect ion-by-sect ion 
analysis which provides the Administration's position on S. 1379. 

With respect to an issue of concern to the Committee, FEMA agrees 
that we need to be concerned about the dependence of our defense 
industrial base on single manufacturing sources, whether foreign 
or domestic. 

In addition, FEMA is working closely with the Department of 

Defense to develop and implement the Graduated Hobilization 
Response system that focuses on interagency actions to be taken 
based on earning that signal a potential threat to national 
security* FEHA recently issued the attached regulation which 
establishes a GMR System for developing and implementing 
mobilization actions that are responsive to a wide range of 
national security threats and ambiguous or specific warning 
indicators. GMR provides for a coherent decision making process 
with which to proceed with specific responses to an identified 
crisis or emergency. 
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I should like to note that we are currently reviewing 
mobilization preparedness policy and programs in light of the 
changing international political and military situation. We are 
identifying ways of improving our mobilization responsiveness 
capabilities. 

In conclusion, Mr. Chairmem and members of the Committee, the 
Federal Emergency Management Agency, on behalf of the 
Administration, strongly supports S. 2168 and its permanent 
extension of the Defense Production Act. We hope that the 
Committee in its deliberations will closely look at these 
provisions and agree that the national security of the nation 
will be enhanced by their enactment into law. 
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Attactiment 



SECTION BY SECTION ANALYSIS 

OF S. 1379 

DEFENSE PRODUCTION ACT AMENDMENTS OF 1989 

Secrtion 1. Short Title. 

This section cites the title of the bill as the "Defense 
Production Act Amendments of 1989". 

Section 2. Congressional Findings. 

This section sets forth the Congressional finding that the Act 
needs to be amended: 

- to improve its effectiveness and efficiency in sustaining 
and developing the Nation's existing productive capacity to 
meet national defense needs; 

- to establish a revolving fund under Title III of the Act 
for improved management of resources dedicated to programs 
under that Title; 

- to foster the development of emerging technologies and 
advanced processes by providing appropriate protection for 
joint undertakings in research, development, production and 
marketing; and 

- eliminate outdated provisions of the Act. 

Section 101. Declaration of Policy. 

This section of the bill amends section 2 of the Act by 
completely rewriting the Declaration of Policy statement. 

This proposed amendment to the policy statement is too narrow in 
that it does not give consideration to other mobilization 
preparedness programs, such as, essential civilian requirements 
or the need for stockpiling of strategic and critical materials, 
including energy. The policy statement needs to be expanded to 
refer the other mobilization programs that help ensure that 
essential national defense requirements are met in time of a 
national security emergency. It does not speak to peacetime 
production surge or mobilization as part of the graduated 
mobilization response to national emergencies. Mobilization is 
more than maintaining an effective and efficient industrial base, 
it is the marshalling of those resources, both military and 
civilian, that are necessary to met the requirements of a 
national security emergency. Examples of such resources are 
manpower, infrastructure, and raw materials. The Defense 
Production Act authorizes programs other than for maintaining the 
industrial base, such as, the priorities and allocation program 
under Title I, voluntary agreements under section 708, and the 
National Defense Executive Reserve under section 710. 

To address these requirements the Administration bill proposed 
the following as part of the Declaration of Policy: 
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"There is a need for neasiires to reduce defense production 
lead times and bottlenecks To provide for the national 
defense and national security our defense laobiliz'ation 
preparedness effort continues to require the development of 
preparedness programs, defense ir^dustrial base itnproveiaent 
Tneasures, and the expansion Of domestic productive capacity 
and supply beyond the levels needed to meet the civilian 
demand, as well as a need for a maximized response to early 
warning indicators to ensure the timely availability of 
strategic and critical materials, including energy and 
other industrial resources, which could adversely affect the 
national defense preparedness of the United states In 
order to ensure the national defense preparedness which is 
essential to national security, it is also necessary and 
appropriate to assure domestic energy supplies for national 
defense needs." 

Section ill. Expanding the Reach of Existing Authorities Under 
Title III. 

Subsections 111(a) and (b) of the bill amend subsections (a)(1) 
and (a)(3)(A) of section 301, emd subsection (a) of section 302 
of the Act by inserting the new defined terms "industrial 
resources" and "critical technology" in place of "materials" and 
•'performance of services". 

Granted the new terms include the terms "materials" and 

•^services" in their definitions but we recomiaend that the phrase 
"performance of services** be retained in the language of section 
301 and section 302 so there is. no question that the authority 
under these sections extends to the performance of services. By 
deleting the phrase ^ there is a presumption that the authority no 
longer covers the performance of services. There would have to 
be an explicit rationale in the committee Report on the Bill to 
overcome this presumption and an in-depth explanation of the 
reason for the deletion to preserve the coverage. We recommend, 
therefore that the phrase "industrial resources or a critical 
technology** on lines 24 and 25 of page 5, on line 3 of page 6 and 
on line 7 on page 7, be changed to read ^'industrial resources, a 
critical technology or the performance of a service". 

He agree with the amendments to section 301 and 302 providing the 
president with the discretionary authority to waive the 
requirements subsection (a)(3) of section 301 and subsection (c) 
of section 302 > if he detemdnes , on a nondelegable basis that 
the guarantee authorized under section 301 or the loan authorized 
under section 302 must be promptly made to avert situation that 
would severely impair national defense. We also agree with the 
amendment to raise the ceiling from $25,000,000 to $50,000,000 on 
guarantees under section 301 and on loans under section 302 that 
could be made without being specifically authorized by law to 
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correct an industrial resource shortfall. 

Subsection 111(c) amends section 303 of the Act to insert the new 
terms "industrial resources" and "critical technclogy'* in place 
of "metals, minerals and other materials*' and raises the ceiling 
ftom $25 000 000 to §50 000 000 on actions to fill a shortfall 
under the authority of section 303 without being specifically 
authorized by law. We agree with these amendiaents to section 
303. We also agree with the amendment to section 503 granting 
the President the authority to waive the limitations contained in 
section 303 on actions to correct an industrial resource 
shortfall when he determines that such actions must be promptly 
made to avert a shortfall that would seriously impair the 
national defense. 

Section 111(a)(2) amends section 303(b) of the Act to change the 
date certain for the expiration of transactions under section 303 
to ten years from the date of initial execution of such 
transactions. We agree with this amendment because this section 
will not have to be amended when the Act is extended in the 
future as was the case in the past The Administration's 
proposed amendments to the Defense Production Act contain a 
similar amendment to section 303(b). 

Section 112. Sales or Transfers of Excess Industrial Resources. 

This Section amends section 303(f) of the Act to provide for 
reimbursement for the sale or transfer of industrial resources 
that are acquired under section 303. 

We disagree with this amendment. This provision is only 
necessary to help keep the Fund established under section 113 of 
the bill liquid. 

Section 113. Defense Production Act Fund. 

Section 113(a) of the bill amends section 304 of the Act to 
establish a Fund for Title III projects. 

Such a Fund, in our opinion, is not necessary for Title III 
programs and is not in the Administration's bill. 

With regard to proposed section 304(g)(2)(B) on Determination of 
Liability^ we note that there is no mechanism for covering 
possible shortfalls in the Fund when the return of money on any 
transaction falls short of the that which is expected under the 
formula established This Fund is similar to the borrowing 
authority that was previously funded under section 304 of the Act 
and repealed in 1974. Under the terms of that authority the 
liability was measured by the probable ultimate net cost of the 
contract The costs were estimated so liberally that the fund 
became banJcrupt. This comment is cautionary because we have no 
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way of judging that the "one-third" measure is conservative 
enough to protect the fund from the same plight. 

In completely rewriting section 304^ section 113(a) repealed the 
current subsection 304{a) which authorizes the President to 
utilize existing departments, agencies j officials or 
corporations of the Government to carry out the purposes of 
sections 302 and 3 03 of the Act^ as he deested appropriate or to 
create hew agencies for this purpose We believe that the 
repealer may have been inadvertent since no mention of the 
removal of this suissection was alluded to in the sectional 
analysis accompanying the publication of the hill in the 
Congressional Record. In any event, we strongly object to its 
removal. Since time is of the essence during a national 
emergency, the President needs the flexibility of delegating 
sections 302 or 303 programs to whomever he deems best suited to 
properly carry out his responsibilities under the Act and this 
includes the establishment of a new agency for this purpose, as a 
possible option. 

Section 113(b) amends the Strategic and Critical Materials Stock 
Piling Act by providing for the transfer of $200,000,000 from the 
unobligated balance of the National Defense Stockpile Transaction 
Fund to the Fund established under section 304(a) of the Act. 
The amendment further provides for the transfer of up to 
§10,000,000 to the Fund froiti monies derived from the sale of 
materials from the stockpile each fiscal year. In carrying out 
our responsibility under the National Security Act of 1947 as 
amended, of coordinating the policy of establishing adequate 
reserves of strategic and critical material, and for the 
conservation of these reserves we strongly oppose the transfer 
of funds from the National Defense Stockpile Transaction Fund. 
While we are strongly in favor of the expansion of industrial 
base capacities through Title III programs, we view this transfer 
of funds from the National Defense Stockpile Transaction Fund as 
a weakening of the stockpile program* With the current strategic 
policy evolving from a nuclear to a conventional war scenario it 
becomes increasingly important to have a strong strategic and 
critical materials stockpile supporting the national defense and 
essential civilian requirements. We therefore reiterate that 
while we are for a strong industrial base we do not support the 
transfer of funds from the National Defense Stockpile program to 
accomplish this goal. 

Section 114. Annual Report on Impact of Offsets. 

Section 114 of the bill amends section 309 of the Defense 
Production Act, which requires the President to annually prepare 
and submit a report on the impact of offsets on defense 
preparedness, industrial competitiveness, employment and trade. 
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The amendment specifies the Secretary of Commerce as the official 
responsible for preparing the report on "offsets". Also, notice 
of offset agreements exceeding $5,000,000 in value, are to 
reported to the official designated in regulations promulgated by 
the Secretary of Commerce. 

We oppose section 114 because it would create additional 
reporting burdens on U.S. industry and has the potential of 
leading to regulation of private business practices. Since the 
1984 amendments which included the section 309 annual report to 
Congress, the Administration has devoted significant resources, 
including two major surveys of U.S. industry, in the preparation 
of five annual reports. The analysis in each of these reports 
has demonstrated that the impact of offsets in military export 
sales on the U.S. economy is negligible. In fact, the principal 
finding is that after taking into account the implementation of 
offsets, the net effect on the U.S. economy and U.S. trade is 
positive. On the basis of these studies, the Administration has 
concluded that there is little or no gain in continuing this 
reporting requirement. The Executive Branch has proposed repeal 
of section 309 in its entirety on three separate occasions. 

Section 121. Small Business. 

Section 121 amends Section 701 of the Act pertaining to small 
business participation in the programs authorized by the Act. 

The provisions of this section are unnecessary as the existing 
statute adequately supports small business and as drafted would 
have a deleterious effect on the programs. 

Section 122. Definitions. 

Section 122 of the bill amends section 702 of the Act to add new 
definitions and amend others. New definitions that are added 
are: (1) "critical component"; (2) "critical technology"; (3) 
"domestic source"; (4) "nondomestic source"; (5) "industrial 
resources"; and (6) "services". This section also amends the 
definitions of "defense contractor", "facilities", "materials", 
"national defense" and "person". 

We do not object to inclusion of the terms critical components 
and critical technology in the list of definitions, even though 
we are of the opinion that the current definitions are broad 
enough to include the terms. On the other hand the inclusion of 
the terms gives emphasis to the need to establish a strong 
technology base, with which we agree. 

The definition of the word "person" has been amended to exclude 
the United States or any agency thereof, or any other government, 
or any of its political subdivisions, or any agency of any of the 
foregoing. We oppose this exclusion of governmental entities 



Digitized by 



Google 



395 



from the definition. Many contracts in the mobilization 
preparedness programs are carried out by these government 
entities. The rationale for removing these entities, as set 
forth in the section~by~section analysis as published in the 
Congressional Record, is that the entities have been included in 
the amendments to the Act where appropriate We find this not to 
be the case. Specifically, Title III has no mention of the 
government entities in any of its sections where "person" is 
used. 

We recommend that the term "facilities" be further amended by 
inserting "or construction" after "use" on line 2 of page 22 of 
the bill. This addition is to cover architectural design and 
building contracts for facilities. 

We agree with the inclusion of "Canada" in the definition of 
"Domestic source" thereby giving recognition to the North 
American Defense Industrial Base program. 

We support the elimination of the word "atomic" in the definition 
of "national defense" thereby providing that all forms of energy 
programs are covered under the Act. 

It is important that the section 702(11) definition of "Services" 
not be read as exclusive, that is, it should be made clear that 
use of the word "includes'' is not meant to be limiting and does 
not exclude other "services", and that the specifically 
enumerated types of services are for illustrative purposes. 

Section 123. Delegation of Authority: Appointment of Personnel. 

Section 123 of the bill amends section 703 of the Act by 
rewriting the President's authority to delegate his powers and 
authorities under the Act. We object to this amendnient as being 
unnecessary since it seems to be merely rewritten without 
substantive change. However, if the proposed amendment is to 
remain^ the authority in the President to establish new agencies 
under subsection 703{a]C3) is restrictive because Federal 
emergency preparedness programs are peacetime programs and the 
time the President most needs this authority to establish new 
agencies is in time of crisis or war We recommend therefore, 
that the phrase "Federal emergency preparedness prograTus*' be 
changed to "programs under the Act" to cover the possible need 
for this authority in programs other than for preparedness* 
Also, it is unnecessary and inappropriate to provide for the 
exception from the provisions of Title 5, United States Code, of 
personnel other than the head and assistant head of any such new 
agency, as provided by current law. 

Section 124. Rules, Regulations, and Orders. 

This section amends section 704 of the Act by offering a 
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simplified version of the Act's ciirrent section relating to 
regulatory implementation of the Act's authorities. In addition 
to simplifying the language in Section 704, this section also 
drops the restrictions on control of natural gas usage by the 
President. This proposed action seems to enhance the 
discretionary power the President may employ in emergencies. We 
defer, however, to the Department of Energy on the advisability 
of the amendment. 

section 125. Antitrust Protections for Sanctioned Industry 
Gonsortia . 

This section rewrites Section 708 of the Act, which currently 
provides antitrust defense to certain voluntary agreements 
authorized to assist the President in meeting defense 
preparedness requirements . 

The Administration opposes expanding the antitrust immunity in 
the DPA as proposed by s. 1379. Antitrust treatment of joint 
ventures is being considered by congress in the context of other 
more general legislative proposals The President has recently 
announced support for legislation that would require the courts 
to consider the competitive benefits of joint production ventures 
and that would limit antitrust liability to actual rather them 
treble daiiages where the parties notify the antitrust 
enforcement agencies of their activities. However, in order to 
improve the flexibility of the existing section 708, we recommend 
that section 8 of the Administration's bill be adopted. 

Section 126. Exemption From Administrative Procedure Act. 

This section amends Section 709 of the Act, which exempts 
regulations implementing the Act from the notice and comment 
provisions of the Administrative Procedures Act. 

This proposed amendment would still provide for the Act's 
exception from the administrative Procedure Act as is presently 
in Section 709. However the amendment requires that each 
proposed rule or regulation relating to procurement shall be 
published for public comment in the Federal Register as required 
by section 22 of the Office of Federal Procurement Policy Act. 
We object to this amendment because it does not substantively 
change the existing section except for the requirement to comply 
with section 22 of the Office of Federal Procurement Policy Act 
and this is an independent requirement that need not be included 
in this section. 

Section 127. Authority to Review Certain Mergers. 

Section 127 would amend section 721 of the Act authorizing the 
President to assess the effect of a foreign merger, acquisition, 
and takeover on the national security. 

We oppose this provision because: 
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Substituting "evidence ** for "credible evidence" as one of the 
findings that the President must i&ake before he can take action 
to suspend or prohibit a foreign acquisition on national security 
grounds could discourage investjoent flows because investors might 
believe that the change in the "evidentiary" standard in the 
proposed amendment froa "credible evidence" to just "evidence" 
— indicates a more restrictive investment climate in the United 
States . 

Substituting "completion" of the transaction for the requirement 
that "the foreign interest exercising control might take action 
that threatens to impair the national security" as a trigger for 
possible Presidential action would focus on the fact of the 
completion and not on what action the foreign interest might 
take. The change would raise concerns that the United States 
regards foreign investment per se . as undesirable, regardless of 
the actions of the acquiring person. 

Dropping the requirement that the foreign interest exercise 
control may raise needless questions as to what kind of 
relationship must exist between the foreign person and the U.S. 
company. If there is no control by a foreign person, there is no 
case for Presidential action under the Exon-Florio provision as 
currently drafted. 

Part D - Technical Amendments 

Section 131. Priorities in Contracts and Orders. 

This section amends Section 101 of the Act by eliminating 
obsolete reporting requirements and adding the word "services" in 
the section » We strongly support the inclusion of the word 
"services" to Section 101, However, in the attempt to add the 
word "services" to Section 101, a drafting error was made and the 
word "allocate" was apparently inadvertently omitted. The word 
"allocate" should be struck from line 14, page 37 of the bill. 

We oppose the provision that requires that the statutory finding 
vmder section 101(c) be submitted to Congress, as being 
unnecessary and an impediment to taking timely priorities and 
allocations actions to support programs that would maximize 
domestic energy supplies. 

Section 132. Loan Guarantees. 

This section updates titles for congressional committees 
receiving Title 301 certifications. We support the section. 

Section 133. Investigations, Records, Reports, Subpoenas. 

This section increases the fine specified in Section 705. It 
reflects current financial realities and is sufficiently large to 
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serve as a deterrence, plus it makes the fine consistent with 
other similar fines in the Act. 

Section 134. Estployment of Personnel. 

This section amends section 710 of the Act relating to the 
appointment of individuals from industry to serve without 
compensation in defense mobilization positions. 

The Administration objects to the Institution of a separate ■ ■ 
financial disclosure system for those individuals covered by this 
section, especially a system that requires more information to be 
publicly disclosed than that presently required of the highest 
level full time officials of the , government . We prefer that 
section 9. of the Administration's bill be adopted. That propos^al 
makes use of the public and confidential financial disclosure _ 
systems presently in effect in the Executive Branch. Purther, in 
order to strengthen the appointment and use of these individuals 
consistent with high ethical standards and the government's need 
for these individuals at critical periods,'.we recommend that 
sections 10 and 11 of the Administration's bill also be adopted. 

Section 135. Authorization of Appropriations. 

This section updates references to the office of Management and 
Budget. We support this change. 

Section 141. Synthetic Fuel Action. 

We support the repeals of section 307 of the Act. 

Section 142. Voluntary Agreements and Pl2ms of Action. 

We support the repeal of section 708A of the Act for reasons set 
out in the "Sectional analysis" of the Administration's bill. 

Section 151. Authorization of Appropriations. 

Section 151 of the bill amends section 711(c) of the Act to 
provide for appropriation authorization of $250,000,000 for 
fiscal years 1990, 1991, 1992, and 1993 to carry out the 
provisions of sections 301, 302, and 303 of the Act. Note that 
the appropriation authorization of $250,000,000 requested in the 
Administration's revised legislative package was for fiscal years 
1991 through 1995. 

Section 152. Sunset. 

Section 152 of the bill amends section 717 by rewriting 
subsection (a), deleting subsection (b), designating subsection 
(c) as subsection (b) and deletes the second paragraph thereof, 
and by deleting subsection (d). With regard to subsection (a) 
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there basically is no substantive change to the sunset 
provisions, except that it specifically sets out the sections 
effected by the termination date rather than except sections from 
the date. By specifically indicating the sections, there is 
always the question — did they intend to make sections 305, 306, 
308, 709, 710, 713 and 715 permanent legislation? We reconmiend 
that subsection (a) be left the way it is by designating the 
specific sections that are saved from termination, that way you 
know which sections are permanent without having to go through 
the Act to nake this determination. We also recommend that the 
current provisions of subsection (b) be left intact. 
Specifically, subsection b)(3). This subsection is important if 
new agencies are formed by the President and then terminated. 
It is noted that the proposed amendment removes section 708 as 
permanent legislation, however, the Administration opposes that 
elimination. 

Section 201. Industrial Capabilities Committee. 

This section directs the President to establish an Industrial 
Capabilities Committee or other appropriate forum. 

The Administration opposes this section because it would 
interfere with existing programs which perform this function. 

Section 202. Integration of National Security Policy and 
National Economic Policy. 

This section recommends the President designate the Secretary of 
Defense as a member of the Economic Policy Council and establish 
a Defense Working Group within the EPC. 

The Administration opposes this section as an unnecessary 
intrusion into the President's right to organize Executive Branch 
functions. 

Section 203. Assessing Industrial Responsiveness Capabilities. 

This section recommends that, from time to time, the President 
conduct exercises to assess the capability of the defense 
industry's capability to respond to increased demands for defense 
material and services under various graduated mobilization 
response conditions. 

We strongly support the provision for gaming and exercising 
graduated mobilization response. 

Section 211. Encouragement of Investment In Advanced 
Manufacturing Technology and Process. 

This section directs the President, acting through the 
Administrator for Procurement Policy, to prescribe an acquisition 
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policy that encourages contractors to invest in advanced 
manufacturing technology, advanced production equipment, and 
advanced manufacturing processes. 

We oppose this section since the provisions are now included in 
the Federal Acquisition Regulation (FAR) Part 15.905-l(d) and DOD 
FAR Supplement DFARS 215.970, Ifc) that provide for the 
consideration of contractor capital investments in developing 
profit objectives Those FAK and DFAR provisions appear to 
already implement the authorities proposed in subsection (1) of 
Section 211. Subsection 2) of Section 211, would require 
assignnvent of increased weight to source selection criteria 
relating to the efficieticy of production. This weighting would 
benefit all offerors, including foreign offerors. To apply this 
provision to just domestic concerns would be anticompetitive, 
could invite retaliation and could harm the defense industrial 
base. 

Section 212. Recognition of Modernized Production Systems and 
Equipment in Contract Award and Administration. 

This section encourages investment in modern industrial 
facilities and production systems through acquisition policies 
that will provide recognition in contract award decisions, 
increased allowances for profit, and sharing in the benefits of 
"Cost Savings." 

We oppose this section as unnecessary since an acquisition policy 
similar in intent to that prescribed in Section 212(a) is now 
providesd in DOD Directive 5000.44, "Industrial Modernization 
Incentives Program" (IMIP). The specific inducements suggested 
in Section 212 (b) will be reviewed to determine if they should be 
incorporated in DOD Directive 5000.44 and whether a policy 
similar to the IMIP provided in 5000.44 should be made applicable 
to civilian agencies. 

Section 213. Support for the Development and Application of 
Critical Technologies. 

This section directs the President, acting through the 
Administrator for Procurement Policy to prescribe an acquisition 
policy authorizing a departmental secretary or agency head to 
restrict to domestic sources the competition for all or a portion 
of contract opportunity to fulfill the requirements for 
materials, components, or items of supply that are the products 
of, or are manufactured through the application of a critical 
technology as defined in Section 702 of th© Act, 

We oppose this section because the Competition in Contracting Act 
of 1984 (P.L. 98-369, July 18, 1984) now provides authority to 
use other than full and open competition when it is necessary to 
award a sole source contract to maintain the industrial base. 
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This authority is inplenented in Section 6.302-3 of the FAR and 
further authorities are not considered necessary for this 
purpose. In addition, we believe that the provisions could 
potentially violate the GATT Government Procurement Code if a 
"critical component" or "critical technology" determination is 
made for products covered by the Trade Agreements ACt of 1979. 

Section 214. Procurement of Critical Items of Supply. 

This section provides the President, acting through the 
Administrator for Procurement Policy, additional authority 
through acquisition policies that will allow for the directing of 
contracts to support domestic firms that are developing and 
applying emerging technologies critical to national defense 
requirements. 

We oppose this section. 

With respect to subsection 214(a) this proposed policy has 
already been implemented in FAR 6.302-3 and further authority is 
not required. 

The requirements of subsection 214(b) are not considered 
necessary since the Buy American Act now provided for a 50 
percent price evaluation preference for domestic products for the 
Department of Defense This evaluation differential is also 
applied to domestic products if 50% or more of the components are 
foreign. In addition, agreements have been entered into to waive 
the Buy American Act in return for other countries removing any 
similar barriers. Also, under the Trade Agreements ACt of 1979 
(19 U.S.C. 2501), waivers of the Buy American Act are granted for 
purchases from sources in countries that have signed "The 
Agreement on Government Procurement," negotiated under the 
auspices of the General Agreement on Tariffs and Trade. 

The requirement of subsection 214(c) to identify and publish a 
list of critical items, is already contained in Part 208 of the 
Defense Federal Acquisition Regulation* 

Section 221. Evaluation of Offers From Sources Other Than 
Doaestic Sources. 

This section provides the President, acting through the 
Administrator for Procurement Policy, a basis to evaluate any 
price advantage enjoyed by a nondomestic contractor derived from 
unfair advantages. 

We oppose this section because a 1986 DOD study mandated by 
Congress concluded that foreign firms do not enjoy an unfair 
competitive advantage from the non-application of U.S. socio- 
economic programs because many countries impose similar 
requirements. In addition, substantial difficulties would be 
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encountered in fairly implementing the policy proposed by this 
section. The costs of complying with the various socio-economic 
requirements imposed by the U.S. or foreign governments have not 
been quantified and would be extremely difficult to estimate. 

Section 222. Discouraging Unfair Trade Practices. 

This section provides that if a contractor is found to have 
engaged in unfair trade practices, such contractor shall be 
subject to a determination of ineligibility for the award of 
contracts . 

We oppose this section. Section 222 provides that a contractor 
that has engaged in an unfair trade practice as defined in the 
section,, be subject to suspension and debarment The definition 
of "unfair trade practice" provided in section 222 is largely 
considered to be within the scope of current regulations (FAR 
subpart 9.4). Two of the three factors included in the 
definition; i.e violation of an export control law and false 
certifications are now covered. The only factor not specifically 
covered is an unfair trade practice as determined by the 
International Trade commission (XTC). ITC rulings on unfair 
practices are not (as we understand) necessarily based on 
fraudulent or criminal intent. Accordingly, we do not want to 
automatically suspend or debar a contractor on the basis of these 
rulings. 

In addition, both sections 221 and 222 could violate U.S. 
obligations under the GATT Government ProcureTnent Code. Under 
the Code, contract officers may not discriminate against foreign 
products and suppliers from Code laember countries in awarding 
Code-covered contracts. Also, for non-Code covered contracts. 
Buy American provisions of U.S. law already allow DOD to apply a 
price differential between imported goods and U.S. produced goods 
in evaluating offers for sale. 

Section 301. Proceeds Froii Sale of Excess Industrial Plant 
Eguipnent and Facilities. 

This section amends Section 204 of the Federal Property and 
Administrative Services Act of 1949. 

The General Services Administration, the Secretary of Defense, 
and the National Defense Stockpile Manager can address the 
budgetary issues involved in the sale of excess industrial plant 
equipment and facilities, but, in concept, we strongly support 
the sale of obsolete and excess industrial plant equipment and 
facilities. 

Section 302. Stockpiling of Critical Components. 

13 
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This section amends section 12(1) of the Strategic and Critical 
Materials Stock Piling Act. 

Section 401. Effective Dates. 

This section establishes the effective date of the Defense 
Production Act Amendnents of 1989 as Septeinber 30, 1989. 
The Act has since been extended to August 10, 1990, also, the 
Administration is seeking a permanent extension of the Act. 
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The Aerospace Industries Association of America, Inc. (AIA) Is the trade 
association representing the major manufacturers of commercial, military and 
buslnesss aircraft, helicopters, aircraft engines, missiles, spacecraft and 
related components and equipment. 

AIA is pleased to have the opportunity to present Its views on the various 
legislative proposals to amend the 1950 Defense Production Act (the Act), 
and this testimony for the record will highlight provisions included In 
Senator Dixon's bill <S. 1379) to reauthorize and amend the Defense 
Production Act of 1950, and S. 2168, the Defense Production Act Amendments 
of 1990, Introduced by Senator Garn on behalf of the Administration. AIA 
has spent a great deal of time analyzing the Act. and has specific 
suggestions where we believe an approach different from those outlined in 
S. 1379 and S. 2168 would be more effective in strengthening the defense 
industrial and critical technology base. 

Chairman Riegle Is to be commended for his Committee's leadership in 
carefully examining solutions to the crisis facing our defense industrial 
and technology base. He and his colleagues, especially Senators Dixon and 
Heinz, have documented that In light of our Increasing global econoi^ and 
the migration of Industries to other sources, there is an Increase in 
foreign dependence. However, without first determining the effects of 
globalization on subcontractors, we really do not know If, or the extent to 
which, we are dependent upon foreign sources. There are complex, systemic 
reasons for the deterioration of our defense Industrial base. This series 
of hearings has Identified some of these reasons, and the legislation before 
the Committee proposes some solutions. 
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status of the Aerospace Industry 

The aerospace Industries today represents the only U.S. manufacturing 
Industry with a positive trade balance. Currently, the surplus stands at 
$20 billion. The Industry Is strategically and economically Important to 
the nation. Our worldwide sales In 1989 exceeded $121 billion. New orders 
worth $157 billion were placed and the Industry's backlog at the end of 1989 
stood at $233 billion. Aerospace firms employ 1.3 million people, Including 
250,000 scientists and engineers and 500,000 trained workers. 

These are Impressive numbers. But the Industry is under great pressure from 
many quarters: declining defense budgets, our own government's procurement 
policies, and foreign competition. 

The United States today accounts for about 62X of the world's aerospace 
market, Europe has about 30t and Canada and Japan split the rest. A large 
proportion of our market share consists of sales of defense, space and 
missile products. Clearly, the U.S. share of the defense side of the market 
will shrink due to U.S. spending cuts and to the desire of Europe, Japan and 
other nations to develop their own domestic defense Industries; As recently 
as 1983 we held an 8.5 to 1 favorable defense trade balance with Europe. 
That ratio dropped to 1.7 to 1 by 1987 as security assistance programs 
declined and were increasingly focused on fewer programs. Europe's 
aerospace companies are large, well-financed, actively backed by their 
governments, and technically proficient. AIA believes that today, Europe, 
not Japan or Korea, Is the aerospace Industry's Immediate competitive threat 
as we enter the 21st century. 
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He must make up the difference through Increased sales of commercial and 
appropriate defense systems and Items abroad. 

Mr. Chairman, the Defense Production Act of 1950 contains provisions proven 
to be useful to the Department of Defense In assuring that U.S. 
manufacturers and suppliers will give priority to the requirements of 
providing for the national defense. Reauthorization of the Act has become 
routine. However, in 1984 and again In 1986, Congress amended the Act to 
direct attention to the Impact of foreign trade on the defense Industrial 
base. Last year. Senator Dixon Introduced S. 1379 to update and amend the 
Defense Production Act to stem the erosion of our defense Industrial and 
technology base. In doing so, Senator Dixon necessarily raised Important 
questions about the role of government with respect to the competitive 
future of American Industry. 

As a result of our growing global marketplace, we have seen other nations 
Increase their preeminence In developing specific products. This has been 
particularly true In the world of commercial products. For the first time 
In history, emerging commercial products are driving the development of 
military Items, thereby Increasing the use of foreign sources for military 
components . 

AIA Is committed to ensuring the development of critical technologies and 
has established a non-profit foundation, the National Center for Advanced 
Technologies, (NCAT) to provide a forum for joint cooperation among 
Industry, government, and academla. NCAT Is coordinating AIA's Key 
Technologies for the 1990s by developing a national consensus on the 
advancement of future essential technologies for global Industrial 
competitiveness. 
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He will now address those provisions of S. 1379 which Impact the aerospace 
Industry. 

Ti tle I - A M EN DMENT S TQ TH E DEFENS E PR QPUCTIQN A CT QF 19 5Q 

He are In agreement with most of Title I of the bill but with several key 
exceptions. The most notable are our opposition to Section 114's treatment 
of offset agreements, the amendments to the Exon-Florlo provisions (section 
127) and the definitions In Section 122 which would virtually disqualify 
some major defense contractors as a "domestic source" for purposes of the 
Defense Production Act. 

Part B — Amendments to Title III of the Defense Production Act 

Section 111. Expanding the Reach of Existing Authorities under Title III 
Critical Technologies Use 

Under S. 1379. the authority In current Title III of the Act would be 
available for the Department of Defense (DoD) to "purchase critical 
technologies." Rarely does the Government purchase the actual technology; 
more commonly, DoD purchases Items using, or containing the application of 
critical technologies. To more accurately reflect this relationship. AIA 
suggests striking "a critical technology for" where It occurs In this 
section and replacing it with "Item using a critical technology which Is 
essential to" the national defense. 
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Section 113. Defense Production Act Fund 
Financial Program Limitations 

Under current law and S. 1379, each of the individual Title III financing 
programs Is subject to a cap on the amount of assistance that can be 
provided under that program. Additionally. S. 1379 places a cap on the 
overall Defense Production Act Fund (the Fund) established by the bill. 
These twin caps would substantially Inhibit the flexibility to use the 
monies available In the Fund In the most appropriate manner to support the 
Industrial base. For this reason. AIA proposes lifting the Individual 
program caps, but maintaining the overall Fund cap to ensure fiscal 
responsibility. 

Expansion of Defense Production Act Fund Uses 

Under S. 1379, the Fund Is to be available to finance current authorities 
only (as modified by S. 1379). In AIA's view, the health of the U. S. 
defense Industrial base can be significantly strengthened If critical 
financing needs of prime contractors and subcontractors who perform research 
and analysis In areas of critical technologies were Included In this 
financing arrangement. Toward this end, AIA has two additional financing 
proposals — full recovery of Independent Research and Development/Bid and 
Proposal expenditures and Increased progress payments — for work In these 
critical technologies. (For a further discussion on these Items, see our 
discussion of Title II, Part B — Encouraging Improvement of the Defense 
Industrial Base.) Both of these Items should be authorized through the Fund. 
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Fund Manager's Responsibilities 

Under S. 1379, the Treasury Department Is set up as the Fund manager with 
certain enumerated functions. AIA believes that there needs to be clear 
visibility Into transactions concerning the Fund, as well as accountability 
to Congress and the Executive Branch. Explicit language should be added to 
the bill stating the Fund Manager's responsibility to ensure such visibility 
and accountability. 

Section 114. Annual Report of Impact of Offsets 

As long as buyers and sellers are free to bargain and compete, competing 
sellers will offer Inducements to buyers. S. 1379 recognizes this reality. 
The bill does not eliminate offset arrangements. Instead, the bill seeks to 
assess the Impact offset arrangements might have on the Industrial base by 
requiring contractors to report any offset arrangement exceeding $5 
million. AIA believes the contract-by-contract reporting requirements In 
Section 114 would seriously jeopardize the ability of U.S. companies to 
compete successfully In the foreign military market. Much of the 
Information sought under Section 114 would be both burdensome for Industry 
and add little to our knowledge of what Is happening to the defense 
Industrial base and why. Furthermore, such data, If Improperly used, could 
jeopardize our chances of winning sales abroad and maintaining our current 
trade advantage In defense Items. 

There Is a concern that offsets Injure the defense Industrial base. In fact, 
they effect a relatively small percentage of aerospace sales. Offsets 
annually total $2.5 billion. This $2.5 billion must be placed In the 
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context of total sales In the aerospace Industry exceeding $121 billion and 
International sales of $31 billion. 

There are four key factors for success In defense export sales: 1. 
Political. 2. Financing. 3. Industrial Participation (Offsets). 4. 
Product. 

In defense export sales, the best product does not always win. The outcome 
of the competition Is very often decided by which package best meets the 
requirements of the Internal domestic politics of the customer nation. 
Foreign competitors vying for a third country's business generally have two 
avenues for Improving their competitive standing. One Is competitive 
financing terms and the other Is Industrial participation or offsets and 
counter-trade. Our foreign competitors generally can offer better financing 
terms than we can. Their governments will finance military export sales; we 
are denied access to government-sponsored financing for military export 
sales. Industrial participation or offsets Is the only competitive 
bargaining tool readily available to U.S. firms. He have used It 
effectively and responsibly. Governmental Interference with offsets, beyond 
legitimate concerns for transfer of technology and compliance with national 
security Interests, cannot help our ability to compete. 

Under current law, the Office of Management and Budget prepares an annual 
report on offsets. S. 1379 would substantially expand this present 
reporting requirement and require contractors to report all offset 
arrangements exceeding $5 million. AIA strongly opposes this expansion of 
current reporting requirements. However, we recognize that further 
Information Is needed In this area. In order to provide credible 
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Information regarding the Impact of offset arrangements on contractor 
subtlers, we recommend that the President be directed to prepare biannual 1y 
a systematic examination of those subsectors which are considered critical 
to the production of key parts and components of major weapons systems, and 
which seem to be showing signs of particular weakness. This process should 
pay particular attention to sectors In which the number of firms doing 
business with DoD and Its major contractors has shown a marked drop. 
Solutions would be based on a study of the reasons why domestic products 
have been replaced by foreign components In major defense systems. The 
study should examine the Impacts of U.S. government procurement policies, 
foreign government subsidies, offset requirements, and difficulties 
associated with production processes. Including environmental siting 
problems. 

Part C — Amendments to Title VII of the Defense Production Act 

Section 122. Definitions 
Definition of "Domest ic Source" 

Section 122 would classify many major defense contractors as nondomestic 
sources for the purposes of the Defense Production Act. Under this 
provision, a business entity would be required to perform all of Its 
research and development, engineering, manufacturing, and production 
activities within the U.S. to be a considered a defense contractor of the 
United States. This provision falles to recognize that most of the 
government's major prime contractors have, of necessity or In support of 
national publica policy (such as the Carrlbean Basin Initiative) located 
certain facilities off-shore. As Congress develops solutions for overcoming 
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deficiencies In the defense Industrial base, care must be taken not to cut 
ourselves off from the best that's available. Often the best will be 
supplied by firms extremely active In International competition. These 
firms may not meet the definition of domestic sources for purposes of S. 
1379. 

Section 125. Antitrust Protections for Sanctioned Industry Consortia 

There Is a need In this nation for Increased government encouragement of 
Industry consortia on a broad based level to strengthen our defense 
Industrial base. Currently, joint Industry cooperation Is reviewed on a 
case by case basis, thereby discouraging Industry from pooling Its resources 
to provide further competitiveness. AIA agrees with the approach taken by 
S. 1379 on this subject. Antitrust measures should be established to 
provide Industry with protection from criminal or civil suits when 
undertaking a plan of action within the scope of the charter of the 
sanctioned consortium. 

Section 126. Exemption from Administrative Procedure Act 

Under current law, all actions, rules and regulations taken under DPA are 
exempt from the Administrative Procedures Act (APA). In time of war. when 
DPA was first enacted, that may have made sense. Although the APA exemption 
Is retained under S. 1379, the bill subjects all rules and regulations to 
the notice and comment requirement of Section 22 of the Office of Federal 
Procurement Policy Act [OFPP Act (41 U.S.C. 418b)]. The key difference 
between APA and the OFPP Act procedure Is that a limited opportunity for 
judicial review exists within the APA. AIA believes that the full APA 
procedures should be applied to DPA rules and regulations. 
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Section 127. Authority to Review Certain Mergers, Acquisitions, and Takeovers 

Section 127 amends section 721 of the Act. (Exon-Florlo provisions) 
concerning Investigations of mergers, acquisitions, and takeovers by or with 
foreign persons that could affect national security. AIA does not support 
this change to the Act as relatively recent changes In jursdictlon of such 
matters (namely the formation of the Committee on Foreign Investment In the 
United States) have not been In place for a sufficient length of time over 
which to judge their effectiveness. 

Part D — Technical Aaendnents 

Section 131. Priorities In Contracts and Orders 

Under current law. the President retains the sole discretion to require 
priority performance of contracts when he makes a finding regarding 
specified criteria In the law. 

In S. 1379, the authority may be exercised only If the President makes the 
determination that there Is a need for the use of the priority and has 
reported that finding to the Congress. 

Hhlle provisions In this section properly "update" the Act to take Into 
account the Inclusion of "services". AIA does not believe that additional 
restraints on the President's authority in the form of advance notification 
to Congress are necessary as a pre-condition for the use of that authority. 
For that reason, we recommend that this section be modified to delete that 
language requiring the President to provide Congress with advance 
notification. 



Digitized by 



Google 



415 



12 



Part F — Reauthorization of Selected Provisions 

Section 152. Sunset 

The current law expires on August 10, 1990. S. 1379 would extend the DPA 
authority through 1993. There Is a broad recognition that DPA, as a 
stand-by emergency authority containing the critical Defense Priorities and 
Allocation System, Is necessary. Congress has never failed to reauthorize 
the law. Rather than subject the law to periodic "threats" of expiration, 
the authority should be made permanent. AIA agrees with the 
Administration's proposal, S. 2168, In this respect. However, we suggest 
retaining limitations on the use of the Fund to the annual Appropriations 
Act review and approval, as required under the Congressional Budget Act. 



Title II-ADDITIQWAL PROVISIONS TQ IMPROVE IHDUSTRIAL PREPAREDNESS 

Part A — Industrial Capability and National Security 

AIA agrees that there must be greater Integration of national security and 
Industrial base policies with our national economic policy. Several studies 
recently have documented the current disconnect between these disciplines, 
and the benefits that might occur should they be considered together. 
S. 1379 proposes to address this bifurcation through two provisions. One 
(Section 201) would establish an Industrial Capability Committee to 
undertake studies on the Industrial base and develop proposals and processes 
to expand capabilities In this area. The second (Section 202) would, by 
law. place the Secretary of Defense on the President's Economic Policy 
Council. AIA concurs with the general thrust of these two sections. 
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however, we believe the President should have the flexibility to seek 
studies and advice In a manner that makes the most sense to him. Therefore, 
we do not agree with the Inclusion of language mandating the establishment 
of a Committee to undertake the study, or for the Secretary to be a member 
of the Economic Policy Council. 

Part B — Encouraging Inproveaent of the Defense Industrial Base 
Part C — Unfair Foreign Competition 

These portions of S. 1379 Introduce new procurement procedures which AIA 
believes will exacerbate the decline of the U. S. defense Industrial base. 
For this reason, and the additional specific reasons detailed below, we 
strongly oppose the following sections of Title II: 

Section 214. Procurement of Critical Items of Supply 

This section requires the President to prescribe an acquisition policy: (a) 
permitting sole source awards from any domestic source In order to maintain 
at least one domestic source of any critical Item of supply essential to 
national security; and (b) establishing a mandatory domestic subcontractor 
set-aside for major weapons systems acquisition, and permitting a 
price-preference In the government's evaluation for the use of such domestic 
sources. 

The first portion of this policy can already be exercised at the 
government's option through exceptions contained In the Competition In 
Contracting Act of 1984 (P.L. 98-369), althpugh the current law Is not 
directed exclusively at maintaining a "domestic" source for such critical 
Items of supply. The second portion furthers the dangerous practice of 
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dictating contractors to target subcontracting awards to a particular class 
of subcontractors regardless of thether or not they are best able to meet 
the specifications of the contract. As the Defense Department seeks to 
adopt more commercial style buying practices and Increase the quality of the 
goods and services It procures while working within an Increasingly strained 
budget envelope. Congress should refrain from micromanaging the procurement 
process In this fashion. Furthermore, this provision would actually be 
counterproductive to the health of domestic sources by giving them a false 
sense of security. The development and maintenance of domestic sources can 
best be accomplished by awarding contracts to suppliers who measure up to 
world class competitive standards. 

Section 221. Evaluation of Offers from Sources other than Domestic Sources 

Section 221 of S. 1379 would require the President to develop an acquisition 
policy that would establish a system for discriminating against contract 
offers from foreign sources because of the "unfair advantage" (as defined In 
the bill) that a foreign firm may enjoy due to subsidization, or exemption 
from U. S. fair labor standards, environmental or socio-economic statutes. 

This provision Is "protection" for a domestic Industrial base In a shrinking 
domestic purchasing base. Rather than benefitting U. S. Industry, In all 
probability It will force foreign countries to respond In kind at a time 
when U. S. firms (and the U. S. Government) are seeking to open up markets 
on a reciprocal basis. 
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Section 222. Discouraging Unfair Trade Practlcles 

This provision would mandate the suspension and possibly the debarment of a 
firm. found to have engaged In an "unfair trade practice" as defined In the 
bill. AIA opposes the statutory expansion of the use of suspension and 
debarment. Further, while the bill seeks to provide the same "protection" 
that exists In current regulations on this subject. In fact S. 1379 
stipulates that any one of the three Items In the bill constitutes "a lack 
of business Integrity" — the conclusion that the current process Is 
designed to determine. 

To accomplish the stated goals of the legislation In this area, AIA suggests 
two policy changes which would provide true stimuli to the Industrial base. 

1. Full Cost Allowabintv for IR&D/B&P 

Industry Independent Research and Development (IR&D) and Bid and Proposal 
(B&P) efforts play a critical role in maintaining our technological 
leadership and preserving the strength of our defense Industrial base. 
Despite Its Importance, and unlike other overhead costs, industry Is 
currently required to subsidize the cost of IR&D/B&P because the government 
places an arbitrary celling on the amount of IR&D/B&P costs that a 
contractor can allocate to government contracts. By failing to pay its full 
proportionate share of IR&D/B&P, the government requires industry either to 
return less money to Its shareholders, reduce its IR&D/B&P investment, or 
transfer the costs to non-government customers. IR&D/B&P Is vital to the 
security strategy of the United States and to a competitive American 
economy. Both our security strategy and our Industrial competitiveness are 
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based In technology developed In part through IR&D/6&P. The Defense 

Production Act should be amended to require that all IR&D/B&P costs, like 

other overhead costs, be subject to full cost recovery of the allocated 
amount . 

2. Higher Progress Payiwent Rates for R&D and Production of Critical 
Technologies 

In recent years, the Congress and the Department of Defense have enacted a 
number of major policy changes which have adversely Impacted the health of 
the defense Industrial base. A reduction In progress payments from 90% to 
the current level of 80% (for large businesses) has been among the most 
damaging. Hhlle this may not appear to be a large difference, the effect of 
such a reduction Is to double the need for working capital to 20X (An eighty 
percent progress payment rate signifies that the contractor Is responsible 
for financing twenty percent). Aerospace firms use working capital for a 
variety of needs, but the greatest area of use Is actual contract 
performance. Since the contract must be performed, doubling the working 
capital requirement forces the contractor to attain capital from other 
available sources regardless of the financial consequences. 

The reduced cash flows resulting from the progress payment rate reduction 
have made It extremely difficult for DoD contractors to attract new 
investors and sustain their private research efforts. Higher progress 
payments are essential If we are to maintain a strong research and 
development and Investment oriented defense production base. We recommend 
that Title III of the DPA be amended to provide for higher progress payment 
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rates for companies engaged In research, development or production of 
critical technologies. 

Mr. Chairman, we thank you for the opportunity to present this testimony for 
the record and hope that In Identifying our specific areas of concern we can 
work together to strengthen our defense Industrial base. 
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ASdOCIATlON 

OF THK 

NATIONAL DEFENSE EXECUTIVE RESERVE 

P.O. ■OK ioa«« 

AHLMOTON. VA SMMiO 



October 24, 1990 

Comittee on Banking, 

Housing and Urban Affairs 
United States Senate 
Dirksen Building, Room 534 
Washington, DC 20510 

Attention: Mr. Ed Nalan 

Dear Mr. Nalan: 

Following your telephone call to ne on October 23, 1990, enclosed 
is a file copy of our last letter to the Comittee which was an 
amplification of an earlier letter. Note the copy is front and 
back on one sheet, not two sheets as the originals were. 

Since the date of those letters, the Association of the National 
Defense Executive Reserve has a new President: 

Mr. Milton G. Nottingham, Jr. 
4849 Upton Street, N.W 
Washington, DC 20016 
Telephone: (O) 202-785-3400 
(H) 202-244-1244 

Mr. Nottingham would be pleased to present testimony or further 
documentation should it be desired. I, too, would be pleased to 
testify or provide such other data as I could. 

I hope your efforts to preserve the Defense Production Act will 
be successful. 



Sincerely yowpB^ 

A. Atley l^terson 

Rear Admiral, USNR(Ret.) 

Past President 

cc: Mr. Milton 6. Nottinghan 
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ASSOCIATION 

OF" THE 

NATIONAL DEFENSE EXECUTIVE RESERVE 

P.O. BOX ioae4 

ARUNOTON. VA aasio 



26 April 1990 



Honorable Donald W. Riegle, Jr. 

Chairman 

COrnmittee on Banking, Housing and Urban Affairs 

United States Senate 

Washington, D.C. 20510 

Dear Mr. Chainnan: 

On behalf of the ipembers of the Association of the National 
Defense Executive Reserve I am writing to express our 
support for the continuation of the Defense Production Act 
of 1950 as amended and the conversion to permanent status of 
Titles 1, 3 and 7 of this Act. 

Historically, tne citizens of our country have responded in 
every period of national emergency from the founding of the 
republic to the present, l^ believe that the ability of our 
fellow citizens to respond to future national emergencies is 
as important now as it has proven to be in the past . 

While we welcome and support the moves tov/ard democracy in 
Eastern Europe and the lessening of tension between the NATO 
and Warsaw Pact nations we think it is important that in 
this regard the United States be cautious as well as 
optimistic. Vfe are very concerned about the potential for 
instability in the Third World, particularly over the 
possibility of such disturbing actions as the transfer of 
militarily critical technologies and resources to hostile 
countries and groups. 

In light of the unsettled world conditions it would be a 
tragic mistake to fail to extend our base of civilian 
response to a national emergency by allowing the Defense 
Production Act to expire. The necessity of having on "stand 
by status" the ability to mobilize our industrial resources 
in a period of emergency is fully as great as the concurrcsnt 
need for prompt response by our military reserve forces. 

Of all the resources of our great nation none are more 
valuable than the talents of our people. As we must place 
increased dependence on reservists, as reductions are made 
in our active military forces, so too must Government depend 
upon skilled and seasoned executives to augment federal 
departments and agencies. Moreover, as is the case in the 
Armed Forces, National Defense Executive Reservists are far 
less expensive to train and maintain than their active duty 
counterparts . 
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There ere approximately 2,000 National Defense Executive 
Reservists (NDERs) who are assigne<^ to thirteen critically 
important federal agencies including the Federal Emergency 
Man-^iceroent Agency, the Interstate Comerce Commission and 
the Departments of Defense, Coninerce, Energy, Interior 
and Transportation. In a period of national emergency the 
NDER's will bring to the federal government management 
skills and technical expertise that will be essential in 
nobilizing our industrial resources to meet both the military 
and civilian needs of the nation. The Defense Production Act 
of 1950 Section 710. E provides the Congressional authority 
for these civilian reservists and we believe the continuation 
of this program is vital Alto our national emergency 
preparedness. 

Mr. Chairman, we trust you will bring this letter to the 
attention of the Members of your Coinnittee and include it in 
the Committee's report on the hearings relative to the 
continuation of the Defense Production Act of 1950. 



Sincerely, 

A. At ley Peterson 

Rear Admiral USNR (Re't) 

President 



cc: Hon. Jake Garn 

Ranking Minority Member 

Comnittee On E^nking, Housing and Urtan Affairs 

United States Senate 

Washington, D.C. 20510 
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DR. WALTER LABERGE 

CHAIRMAN OF ADVISORY PANEL TO THE 

OFFICE OF TECHNICAL ASSESSMENT 

ON 

"HOLDING THE EDGE, MAINTAINING THE DEFENSE 

TECHNOLOGY BASE" 



TESTMONY ON S. 1379 

BEFORE 

COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS 

U.S. SENATE 

MARCH 22, 1990 
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NT. Chalraan: 

Thank you for the privilege of testifying before the Senate Banking 
Canmittee on S. 1379, the Defense Production Act Amendments of 1989. My 
nane is Walter LaBerge. I now live in Aptos, Calif ornia. 

I speak on the basis of experience gained troa long periods of senior 
executive responsibility vithin U5 aerospace Industry and by government 
service through Presidential appointaente within the DOD, Military 
Departments, and aa an Assistant Secretary General of HATO, 

In addition, I recently had the opportunity to Chair the Office of 
Technology Assessment Defense Advisory Eeview Panel in consideration of 
"Holding the Edge, Maintaining the Defense Technology Base. My review 
panel consisted of experts from industry, acadeiiiia, and from not-for- 
profit private institutions. Much of my testimony today reflects the 
opinions and the intensity of my comrades on that panel. 

My remarks are also heavily influenced by my hone being 5 niles from 
the surface epicenter of the recent 7,1 Itichter Scale earthquake. 

There is, I believe, an important parallel between that aassively 
destructive, near instantaneous geological readjustment to long 
unrelieved pressures and the probably comparably disastrous and rapid 
readjustment of our own united states Defense Industrial Base to those 
continuing build up of pressures which now beset it. 

Ab with the recent earthquake, damage to our industrial base Bay not 
be limited after its rapid readjustaents begin. However, equally similar 
to the case of big earthquakes, protection implemented before the fact 
can importantly vitigate the effects on our defense base as it gives way 
to its intense business pressures; pressures which are now almost 
impossible to change 

S. 1379 is an important, and in many ways almost singular, effort to 
provide damage limiting to what I believe has to be an upcoming, very 
serious, readjustment of our defense industry. 

I wish to applaud very such what you are now doing and to offer my 
assistance in any way to fxirther help your objectives. 

However, the current Defense Production Act and the proposed 
modifications to it do not, in my opinion go far enough to adequately 
respond to the dimensions of what I believe to be the problem or to be 
its iirgency* That these proposed modifications are not mora dramatic is 
not unreasonable, since I consider those who speak to you use a much sore 
muted voice than that appropriate to the dimensions of the pressures on 
their defense industries, both prime and subcontractor. 

Why here, in Washington, in what is arguably the "Chicken Little, or 
the sky is falling down<* capitol of the world, this muting of concern 
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exists is itself interesting. As it turns out, almost every elenent that 
might stridently cone to you urging extrene action has cause, each for 
its own different reason, for caution and hesitation. However, I do 
believe that when pressed each would tell you they believe as I do. 

FroB ny perspective, the reasons for this nuting are nuch as follows; 

The new civilian DOD adnlnlstration has yet to be in office long 
enough to create the infrAetructtjre necessary for it, in a quantitative 
way to assess the situation and with authority to pro|>ose definitive 
solutions 

The uniformed services^ which <3o have continuity, do not 
believe it their job to individually change what ia clearly a connonly 
shared industrial base. Further ^ it is not unlikely that they, having 
leva money than they feel they need, will not oppose continuing the 
odious practices of arbitrary profit limiting and of coercing its 
industry into large sharing of the costs of its new progxams 

Moreover, there are few, if any think-tanks to whom the 
government might turn for insight; and none who have chosen to develop an 
especial escpertise and conmitment to the understanding of defense 
industry economics. 

And lastly, Industry finds it difficult to openly forecast what 
it foresees to be the dimensions of its futurs financial difficulties 
Since aerospace stocks are held so heavily by institutional investors 
aerospace companies may well be properly concerned over the reaction of 
this particular investor base, which is so notoriously fickle, short term 
in its interests, and continuously churning its assets for immediate 
gain. 

As a consequence, none of the people, whom you might think would, can 
choose to forecast to you the full dimensions of the assault on their 
industry, or the resultant drying up of investment in advanced 
technologies, new products, new facilities, or indeed, of their entire 
corporate conmitiient to the defense business itself Today, the 
businesses of our defense base are not good ones to plan to be in for the 
future, for at least the following reasons; 

1. It is a bad business to be in today, as evidenced by every market 
analyst and by the prices commanded by defense stocks. 

2. The internal US defense market for the foreseeable future will be 
declining, not growing. With this decrease of available business will 
automatically come^ from normal competition, both lesser business volume 
and significantly less profit for each dollar of that leaser volume 

3. The overseas military sales market (which today is a great source of 
industry profit) bodes poorly as well. As a consolidated EEC92 comes on 
line and as the Europeans learn from Air Bus Industries how to compete 
with us, we ought to confidently expect to lose European markets to the 
EEC and a big part of the third world *s as well. 

4. US tax policy for facility investment recovery, combined with DOD 
commitment to frequent production recompetition, already has removed 
incentive for Board of Director approval of investment. 
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5. Our traditional \3B t^chnologieal advantage alao appsars to be 
deatinad to «bb^ natural stiort tarm dafanaa Induatry Instinots for 
survival ara forcing uaa of their diacrctionary funda for solicitation of 
isnadiata buainaaa and not for long t«ra tachnology developaant. This 
Fion^helpful aituation ia auch ab*tt*d by DOD de»arids for large cost 
sharing aa a prioa of entry into tlieir businesses. 

Like in the caee of the earthquake, soaething has to give, and when 
it does, it viLl b« violant and very damaging to our defense industrial 
base. Whet va nead now ia tha equivalent of the "building codes" which 
vill allow the atrongaat part of our base to survive and build for the 
future not repair daeage of the past. 

Hotwi that a tiding all the preceding ^ I balieve that S.1379 should qp 
ahead substantially as propoaed. Especial Ly, It should eaphaslze those 
parta which charge DOD with organizing to give everyone better 
understanding of the dynaMica of its future industrial base. 

In that regard, I believe you should acre atrongly Ini^lst that a 
broad inf raatructure with continuity of intellectually Independent, 
profeaaional, analytic talent b€ established in various places in the 
country. This broad baaa of independent thought is necessary to 
adequately under atand the economic dynamics of the components of our 
defense industrial base. 

One of the first tasXs for this new analytic capability should be the 
understanding of whether a stand-alone defense industrial base is either 
possible or desirable in the world of tomorrow My own belief is that it 
is not, and that the most Important use of "dual use technology" will be 
in forming "dual use manufacture" which joina the commercial strength of 
the nation more intimately to our defense base 

You, as a conmittesr el so need to ensure that Commerce and Defense 
act as one in our competition with the outside world. We are the only 
nation, civilized or not, that acts as if these market places were two 
different, unconnected worlds. 

Laatly, may I suggest that the Defense Production Act be remritten 

when the full dimenaions of what needs to be done become more evident. I 
also believe that this committee and everyone else concerned with our 
industrial base iasue need ba open minded on what "free enterprise" means 
these days, and that we no more deprive our vital defense industry of 
what it needs, than the others you now work with to create environments 
conducive to their succasa 

In closing, let me reiterate that it would be a shame to let the 
finest nation in the world with the finest technological base 
in the world, fail becauae we failed in applying intellectual effort to 
understand its straightforward econoaics and its social behavior. 
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